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Ottawa, Ontario, 
Thursday, 
October 25th, 1962, 


--- At 9.20 the hearing commenced. 


SUBMISSION OF 


THE CONSUMERS' ASSOCIATION OF CANADA 


APPEARANCES 
Mrs. W.T. Wilson - Chairman, 
Committee on 
Consumer Credit 

THE CHAIRMAN: We will now consider the 
brief of the Consumers! Association of Canada. Mrs. 
Wilson, I understand that you wish to present certain 
opening remarks. 

MRS. WILSON: Thank you, Mr. Chairman. 

THE CHAIRMAN: It is not necessary to stand, 
unless you wish to do so. 

MRS. WILSON: No, Mr. Chairman, I would — 
Drerereto Sit, if °it is“alb’rignt. 

THE CHAIRMAN: Yes, the proceedings are 
quite informal. 

MRS. WILSON: Thank you. Mr. Chairman and 
gentlemen, I should like to present a short statement 
which would be supplementary to our brief. I will not 
read the brief, if you do not so require. 

We have already stated in our brief to this 
Royal Commission that the Consumers! Association of 
Canada is dedicated to the protection of consumers 


and to supplying shoppers with information necessary 


for wise buying for their homes and families. Consumer 
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spending has become very big business; according 
to the Dominion Bureau of Statistics, it was $24 billio 
253 million for 1961. Consumer credit is increasingly 
used in the purchase of consumer goods. In 1960 
Mr. E.F. K. Nelson of the Canadian Retail Federation 
Stated at the Standing Committee of the Senate on 
Banking and Finance, "The primary object in retailing 
is the sale of merchandise. Credit is one of 
the tools that assist retailing in attaining this 
primary object." This form of sales promotion was 
developed, not to serve the consumer but as a matter 
of business because the "buy now, pay later" way 
of doing business has proved profitable. Risks 
are small compared with rewards in credit granting. 

In 1960 it was reported by credit granters 
that 70 per cent of customers paid their instalment 
debts in routine manner, 29 per cent after collections 
and one per cent uncollectable. In its issue of. 
February 8th, 1961, the Financial Post reported, 
"National Retailers point out that normal write-off 
credit losses run about .4 per cent of total 
instalment sales; .16 per cent of total oateih 
sales. Many merchants no longer check customers' 
credit rating -- such procedure would cost more 
than their losses." 

Consumer credit is a permanent part of 
our ae and its wise use is commended by 
our organization. This can only be accomplished 
by knowing all the facts pertinent to purchasing 


credit. In our competitive economic system, the 
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very heart is freedom of choice in the marketplaces 
of our country. However, free choice must go 
hand in hand with knowledge, otherwise free choice 
ceases to be free. We need knowledge of price, 
quality and quantity. To obtain this knowledge, 
our organization is constantly pressing for accurate 
labelling and standards for consumer goods. So 
it follows, logically, that when consumers purchase 
credit they have: a right to all information 
necessary for comparative credit shopping. 

Three times our organization supported the 
intent of disclosure bills as presented by Senator 
David Croll in the Senate, and I would like to 
comment on various questions raised by critics 
of Senator Croll's bills. The first problem raised 
is the legislative jursidiction. 

In 1960, during the debate and hearings 
on Bill s-25 opponents of disclosure of the cost of 
eredit expressed in terms of annual interest expressed 
the opinion that Bill S-25 did not fall within the 
legislative jurisdiction of the Parliament of Canada. 
They maintained that it would be a law relating to 
"yroperty and civil rights in the provinces" and 
that only "interest" charges were in the jurisdiction 
of the Federal Government. The Chairman of the 
Standing Committee of the Senate on Banking and 
Finance obtained an opinion on this point from 
Mr. E.R. Hopkins, Law Clerk and Parliamentary 
Counsel. This is in the appendix to the Senate 


Debate, February end, 1961. Our organization, a 
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lay organization and not competent to investigate 
legal matters, is very grateful to Mr. Hopkins for 
his clear explanation of this matter. 

Mr. Hopkins explained that, in the long-run, 
this was a decision for the Canadian Courts, 
particularly the Supreme Court, and that his 
opinion was "studied speculation". We quote Mr. 
Hopkins, "Having in mind the foregoing, it is 
my opinion that Bil: S-25,if enacted, would 
constitute valid Fedetal legislation". 

He based his opinion largely on the 
Federal Parliament's decision in passing the Small 
Loans Act in 1939. The decision hinged partly 
around the "cost of the loan" which included 
interest and other charges necessarily incidental 
poetter SThaiso"costiofiloan"nini the. Smail Loans 
Act is expressed as a "percentage" rate. Mr. 
Hopkins drew no distinction between "finance charge" 
as in Bill S$-25 and "cost of loan" in the Small 
Loans Act. On this point I would like to draw the 
attention of t»e members of the Commission to a 
recent development in Ontario. For the past 50 
years, many people have held the view that the 
Unconscionable Transactions Relief Act of Ontario 
protected the public in Ontario from unreasonable 
interest rates. Recently, this Act was challenged 
in the courts and the Ontario Court of Appeal held 
the Act to be unconstitutional and "clearly invalid 
as an infringement of the exclusive legislative 


power committed to Parliament". This quote is from 
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Mr. Justice Schroeder in the Globe and Mail of 
October 17th, 1962. 

in a report of this case, it was stated 
that Dean Rand, a retired Judge of the Supreme 
Court, held the view that interest includes all 
compensation paid by a borrower to a lender. Our 
association asked Dean Rand if this were a true 
report of his view. In reply to a letter, Dean Rand 
wrote, "that such charges have been looked upon by 
Courts as interest is unquestionable". His further 
remarks on the point are contained in this letter, 
which I would like to submit as a confidential 
exhibit. It is here, Mr. Chairman, if you would 
ike Lv, 

Since the Unconscionable Transactions Relief 
Act has been declared unconstitutional, have consumers 
in Ontario any protection in this field? Further, 
we note that similar legislation in some of the 
other provinces is now being questioned. Moreover, 
the most recent provincial legislation on this 
Subject, the Time Sale Agreements Act of Manitoba, 
has not yet been proclaimed. | 

The second point raised is this, the claim 
that consumers are not interested in the percentage 
rate, and "This information is of no practical use 
to consumers", We dealt with these views at some 
length in the brief; that full information is the 
right of every purchaser, regardless of its use. 
On this point we quote from Dr. Wallace Mors, 


Professor and Chairman of the Division of Finance, 
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1 Babson Institute, Western Reserve University, 
2 who was formerly an economist with the Federal 
3 Reserve Bank of Chicago. Discussing the percentage 
4 cost of credit in a little booklet which he wrote 
5 called "Consumer Credit Facts for You" we quote, 
6 "Many instalment sellers say that customers are 
7 interested in dollar costs but not in percentage 
8 rates. Legislative reports show clearly that 
9 greater interest in percentage rates would save 
10 consumers considerable money and worry. Here is 
11/ a challenge for consumer education". 
12 Our association is most concerned over the 
13 degree of consumer ignorance concerning credit 
14 contracts. We deplore the fact that some consumers 
15 are concerned only with having sufficient cash 
16 to meet monthly time payment bills. As a first 
17 step to remedy this situation, we have recently 
18 distributed to our members a small pamphlet, 
19 "Credit Costs Money". I have a copy of this, 
20 Mr. Chairman, and I would like to leave it with 
21 you. Many t»ousands of consumers need and want 
-- this information, and we reject the implication 
23 that Oe. oanadtian consumers are either stupid 
24 or irresponsible. 
25 The third problem posed is the difficulty 
26 in computing percentage rates. We appreciate those 
27 | retailers and finance companies who state clearly 
28 | the cash price and the total time sales price in 
29 | their contracts. Often they provide a table with 


4 most of this pertinent information about the contract. 
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1| However, wherever there are variations from one 
2 contract to another is whe: time or money, it is 
3 impossible to do comparative shopping for credit 
4 unless the "finance charges"are expressed in terms 
5 of simple annual interest. We request that this 
6 unit of comparison, percentage rate, be added to 
7 the information furnished to purchasers. The 
8 method of calculation has already been discussed 
: incre brief. 
4 Some fears have been expressed for small 
i retailers faced with difficult algebraic formulae 
12 should they be required to furnish such percentage 
13 rates. In point of fact, most of these dealers 
14 work with a finance organization who buy the contracts. 
15 These companies provide charts and mathematical 
16 tables which retailers use in setting up their 
17 credit contracts. These tables could readily 
18 include an annual rate chart. In this case, 
19 mathematical difficulties would be removed from 
20 both the retailer and the purchaser. 
a The fourth problem posed is this; the 
a claim that "percentage rate would result in exposing 
* apparent exhorbitant rates" and would result in 
| confusion and eee tans As stated in our brief, 
2 we fully understand that extending credit for 
oY ‘small amounts for a short time necessarily costs 
eo much more than large amounts for a long term when 
28 expressed as an annual percentage rate. For example, 
nai a firm extending credit for $3,000 for one year 


30 could not, profitably, use the same rate in extending 
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1 credit for the same amount in small loans of 
2 $200 for one year. It would require much more time 
3 and effort -- probably fifteen times more -- to 
4 lend $3,000 in amounts of $200 than in one transaction. 
5 We understand the hesitancy of ethical credit granters' 
6 who consider that they may be accused of excessive 
7 rates by uninformed consumers if they publish the 
8 effective annual interest rate in credit contracts. 
9 Many of the public cling to a long established, 
10 erroneous opinion that all rates should be in the 
11 order of 6 per cent. Our organization fully 
12 recognizes that much higher rates than this are 
13 necessary for most short-term credit contracts. . 
14 Most certainly, concealment of rates is 
15 not the answer. Consumer education in this matter 
16 is the responsibility of both the Consumers! 
17 Association of Canada and the industry. We are 
18 delighted to find universities are recognizing 
19 the need for education in this field, and we would 
20 like to draw your attention to the extension course, 
21 "What you should know about interest rates" being 
22 offered now at the University of British Gover: 
23 I have a little account of this, Mr. Chairman, if 
24 anybody is interested in it. It is about this 
25 extension course which the University of British 
26 Columbia is offering. 
27) We consider that stating percentage rates 
28 would force unethical credit granters to reduce 


29 their rates or get out of business. This curb, 
| 


30 we are sure, would be welcome to ethical finance 
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organizations. Competition would prove an incentive 
to increased efficiency in the industry which, in 
turn, we hope would lead to lower rates and a 
greater volume of business. At the same time, 
the informed consumer could balance the cost of 
credit against his need for consumer merchandise. 
Business and consumers would both be served. 

THE CHAIRMAN: Thank you, Mrs. Wilson. 

We shall now proceed with the discussion. 

COMMISSIONER MACKINTOSH: I have one or two 
questions, Mrs. Wilson, that I should like to ask. 
In the submission which you have just read -- I 
am not sure whether it was a quotation or a statement - 
it seemed to say that consumer credit had been 
developed, not to serve the consumer but merely 
to make a profit. Isn't the evidence, surely, 
that it was something the consumer has wanted to 
buy ? 

MRS. WILSON: I was quoting from Mr. Nelson 
of the Canadian Retail Federation in this case; 
but my point is that when the retail merchants 
extend credit, they do so as a tool of merchandising. 
Actually, we look upon it, from our standpoint, as 
a sales promotion matter. 

This is one way that has been really most 
useful to retail crediting. Actually, as you know, 
retail creditors have made a great deal of money 
both from selling merchandise and also from the 
business of extending credit. It has beeil a very 


lucrative business as far as they are concerned. 
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COMMISSIONER MACKINTOSH: As I recall it, 
when the Federated Council of Sales Finance Companies 
was before us, this is the way they represented it; 
that this was a matter of merchandising. 

MRS. WILSON:: That is right. 

COMMISSIONER MACKINTOSH: And, incidentally, 
credit. I do not think anybody has any argument 
m the desirability of the most meaningful disclosure 
wiat, can nvenarrived.at.. .. Some of us that are a lic¢cle 
Slow at arithmetic may be confused by the various 
devices. I am not sure that the formula which you 
have adopted is necessarily completely unequivocal, 
the one in your main submission, where you give 
a couple of examples on page 2. 

MRS. WILSON: There is a matter of three 
per cent difference in that one. We chose that 
particular example because we were not trying to 
pick out something that was extraordinary; this: bs 
just average. I might state that the formula used, 
which is one of the Federal Reserve Board of the 
United States, we do not necessarily say is the right 
formula; we just suggest it as one that might be 
used, and we consider that we should leave this 
matter to the Government of Canada to decide the 
best formula to use. 

Incidentally, Dr. Mors chooses this same 
formula; it just happens that he does. He speaks 
of it as the “constant ratio formula" in his book. 

COMMISSIONER MACKINTOSH: As was pointed out 


to me in some arithmetic that seems to add up, if 
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Store B added $10 to the cash price and made it 
$325 | in your illustration --- 

MRS. WILSON: Yes. 

COMMISSIONER MACKINTOSH: -- and left the 
Same down-payment, and took a monthly payment of 


$14.25, so that the total money paid would still be 
$342 --- 


MRS. WILSON: Yes. 

COMMISSIONER MACKINTOSH: Then store B 
would have got just as much money under sett 
illustration, but they would have taken $10 more 
in principal and $10 less in interest, and their 
percentage would have worked out to 15.4. 

MRS. WILSON: Yess; but if storeA used 
our formula exactly, and store B did it this other 
way, and their cash price was quoted as $325 instead 
of $315, if one is an astute consumer one would 
realize that the value was not correspondingly as 
good in store B as in store A. If you understand 
the value of the merchandise you are buying --- 

COMMISSIONER MACKINTOSH: Not being an 
astute consumer, I would not know. If one cash 
price was $350 and another was $325, and one charged 
16.3 per cent interest and the other charged 15.4 
per cent interest, I think I would be inclined to 
pick it by colour. 

MRS. WILSON: What I would like to point 
out is, if the cost of the loan was given in dollars, 
in one case it is given as $54 and in the other 


case it is given as $57. If you added $10 to the 
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cash price, this would show the cost of the loan 
as $47 and the cash price as $325. So this problem 
that the retailers raise, that the extra cost 
would be buried in the cash price, would apply as 
much if the cost of the loan was expressed in dollars 
@S,if it was expressed in a percentage rate. The 
cost of the loan would appear as $47 instead of 
$57. That would be, in turn, burying something 
in the cash price. I cannot understand why this 
would happen more often if it was a percentage rate 
rather than if it was a cash price, the cost of 
the loan in dollars and cents. I cannot see what 
difference it would make. If one was attempting 
to mary the charges, this is what they are doing. 
If you bury it by reducing the dollars and cents 
cost of $10 and added it to the cash price, you 
would be doing exactly the same thing. 

COMMISSIONER MACKINTOSH: Yes, that is 
essentially what you do, because it is what you 
call the dollars and cents --- 

MRS. W.ZLSON: Yourealize that your cash 
value is not good at $325; that is the only 
thing. You must be an informed person shopping. 

COMMISSIONER MACKINTOSH: On other matters 
that you have raised and which concern the Commission, 
have you carried out any surveys or obtained any 
information through your Association as to what, 
in this field, affect consumer purchases? Do 
they give more attention to changes in the quoted 


cash prices, or in the credit charges, or in the 
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Soin of the monthly payment? 

MRS. WILSON: We feel ene if the consumers 
become correctly educated, the amount of the monthly 
payment in relationship to the weekly pay envelope, 
or the monthly pay envelope, will not be the 
important thing. This is the thing that we 


deplore. 


COMMISSIONER MACKINTOSH: Will not be? 
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MRS. WILSON: Will not be. But we feel that 
they will be more interested in the cost of the 
merchandise, the cost price of the merchandise, and 
the percentage cost, as well as the dollar cost over 
a period of time. The difficulty is that so many 
people are only interested in what they are able to 
pay for monthly, you see, and this is what throws 
things very Behe out of perspective. 
Py COMMISS IONER MACKINTOSH: You are inclined 
PO.shink=chat -under present circumstances that is 
what -- 
st a No, this does not represent 


eee | 
all consumers or mosttonsumers, just some tonsumers. 


: ° ° 
° 


COMMISSIONER. MACKINTOSH: I am not sure 
we are es eee oe other. eee mean those 
concerned with the monthly*payments? 

MRS, WILSON: And not with the total cash 


pricesor .the cost of the merchandise relative FO, 2lLer 


us say, the yearly budget. It is very, very bad 


planning and this is something which our organization 
deplores and we are doing everything in our power to 
rectify. Do I make myself clear now? 

COMMISSIONER MACKINTOSH: Yes. 

MRS. WILSON: ‘The yearly budget of the 
consumers is ane concerns them most, not whether they 
are able to meet a single payment each month. This 
seems to be the only point which is of concern to 
people who are uninformed. 


COMMISSIONER MACKINTOSH: When do you think 


the consumer is'likely to postpone a purchase, when the 
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1 cash price goes up or when the monthly payment goes up? 
2 MRS, WILSON: When do I think they are likely 
3 to postpone their payments? 

L COMMISSIONER MACKINTOSH: Yes. 

5 MRS. WILSON: I think if consumers were 

6] better informed and were able to relate their pur- 

7 chases to their general budget, then they would be 

8| more apt to postpone payments when they could not 

9; afford them in relation to their general budget. ae 

10 think when percentage rates are shown and they discover 
11 that something is going to cost 25 or 30 per cent to 

12 carry, it will give them cause for thought, whereas 


13 wiewdollar costs. are difficult. tourelate. 


14 Actually, you know, the average person 
15] considers that 6 per cent is a good interest rate, 
16|| but we know that this is wrong in relationship to 


17|| instalment buying. Nevertheless, if they do read 


18|| that something is going to cost them 30 per cent or 

19| 40 per cent, then I think the average thoughtful person 
207 is going to stop. 

21 COMMISSIONE MACKINTOSH: I am going beyond 
22|| your submission. Control of consumer credit may be 

23|| a matter of some concern at some time, and control 


24|| depends on varying some of the elements that go into 


25) it. I was trying to take advantage of your knowledge 
26|| and experience to see whether you could tell me which 
27|| of these elements, not waiting too long for the consumers 


28 | to become informed, but taking them as they are -- which 


of these elements, if varied, would likely have an 


} 
| 
) 30! effect on the rate at which they were purchased? 
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MRS. WILS” y report that I feel 

j that the rate of using con: ‘edit will depend 
i very largely on consumer education. I really feel 
* that this is the crux of the matter so far as we 
5 are concerned. 
6 MRS. PLUMPTRE: May I speak to this? 
7 COMMISSIONER MACKINTOSH: Yes indeed, Mrs. 
8 Plumptre, 
? MRS. PLUMPTRE: I should like to add that 
10 in my experience with welfare organizations, as well 
+ as consumer organizations, that certainly at the present 
12 time I would feel that the most important factor for 
13 most people is the rate of monthly payment, es this 
14 is what is pushed up to them when they go into stores. 
IS! so many sales are made by not saying, "This is the 
16 totals amount: it will cost) you", but by saying, "Surely 
17 you can afford $2.50 a week, and you can pay this 
18) over a long period". That is the important thing 
19 to a great number of people. This is something we 
20 


regret, of course, and we feel, as Mrs. Wilson has 
sas said, that if they had to be shown a contract at the 


time of sale on which it was clearly stated that the 


23 total cost of the credit on the purchase represented 

ao 30 per cent or 25 per cent on the amount the purchaser 
25, was paying, that gradually people would become more 

| aware of the fact of how much extra they were paying 

ed to buy their goods on a time basis. 

It is difficult to weigh each factor against 
2 | each other, but certainly I am sure that at the moment 
30 people do not realize enough just how much they are 
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Paying in extra cost for buying on a time basis. 

MRS. WILSON: May I sayin connection with 
this that I attended a panel in Montreal some time 
ago, at which a dealer was present who was dealing 
in time credit payments. He was asked what the cash 
price was of the commodities he was selling and he 
replied, "We never sell for cash." 

Actually there was no cash price in this 
particular case, and his customers were coming in and 
buying on a monthly basis and had no conception of the 
time price element. The only concession they got was 
a-free: cup of coffee. 

COMMISSIONER MACKINTOSH: You mean, they 
had no conception of the cash price? 

MRS. WILSON: None whatever. I doubt 
whether a cash price was ever stated. 

COMMISSIONER MACKINTOSH: There are dealers 
who will not sell, for cash. 

Mion? WLLOON: ‘This 418 10." Aigiseoerciculss 
dealer was asked by a member of the panel what the 
efsn “price was °F hissmerchandise and, as I said before, 
he replied, "We do not have a cash price. We never 
Seat fori cash." 60, 2 suspect the. only prices. quoted 
were the time payment amounts. This is the sort of 
thing that does happen among uninformed people. 

COMMISSIONER MACKINTOSH: That is true of 
some dealers. It is simply a time price, 

MRS. WILSON: There is no cash price. 
COMMISSIONER MACKINTOSH: And it is divided 


by a number of instalments. 


Nethercut &é Young ‘sc 6618 = 


Terente, Ontario 


MRS. WILSON: That is PIRhTy 

MRS. PLUMPTRE: We have not done an actual 
Survey, but certainly from the reports we have received 
and rear ichcot advertisements that have been sent 
into us, we feel this is a growing method of selling. 
This is certainly true in the furniture field, where 
the dealers desire to sell in this way and are not 
interested in giving the cash price *ategls. 

COMMISSIONER MACKINTOSH: The only organizatian 
I know that does this, depends on the repeat sales 
from customers who come in and make their monthly 
payments and cannot leave the store without purchasing 
Something else. | 

MRS. PLUMPTRE: That is right. 


MRS. WILSON: That is a weakness in human 


nature. 


THE CHAIRMAN: As I understand your. position, 
in all time transactions there must be a cash price, 
there should be? 

MRS. WILSON: There should be a cash price, 
and that cash price should be stated. 

THE CHAIRMAN: And anything that is paid 
Over and above the cash price is cost of the credit? 

MRS. WILSON: Yes. 

THE CHAIRMAN: And the cost of the credit 
Should be assessed in the percentage of the cash price? 

MRS. WILSON: That is right. 

THE CHAIRMAN: It is as simple as that. 

MRS. WILSON: Just as simple’ as that. The 


point is this, and I tried to illustrate this by using 


i 
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an example but unless the percentage rate is stated 
which, if the amounts vary by a few dollars of the cash 
price, or the time varies by a matter of even months, 
then it is utterly impossible to make a comprehensive 
rational comparison without a comparative rate. Unless 
one was an astute mathematician it would be impossible 
to do it, and I doubt whether a mathematician himself 
could do it quickly. itis as simple as that. 

Just as we feel we need protection in the matter of 
labelling and standards, we feel we should be able to 
shop comparatively for goods which are sold on the instal 
ment plan, and that we should know the comparative | 
costs of the instalment schemes. 

THE CHAIRMAN: It is all very well for them 
GO jugele the cash’ price” to arrive at a rave of interest 
that looks attractive, but if that cash price isnot 
the same as the cash price they are offering generally 
for cash sales -- 

MRS. WILSON: It would not make any sense. 

COMMISSIONER MACKINTOSH: Have you any views 
as to whether the institutions or enterprises offering 
consumer credit are adequate, that there is sufficient 
competition in the field? Does it serve all classes 
of consumers readily? 

MRS. WILSON: Well, I do know that in respect 
to the instalment credit finance field I read a newspaper 
report the other day that there were 150 of these 
institutions and six of them were very large. Certainly 
some of them are very large,well-run institutions, and 


I think some of them are intrinsically honest and ethical, 
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and some of them on the fringe are not. 

COMMISSIONER MACKINTOSH: I take it you 
would find that fringe in almost any group. You 
have not any specific information about the kind 
of practices that you would find on the fringe? 

MRS, WILSON: I would suggest that people 
who sell on the instalment plan without having a 
feo prace.at-all, that this is paren to be questioned. 
uneresis a certain credit union that pubiltshes anagittie 
paper called "Credit Union News", and recently I was 
reading in it about auto finance charges. They are 
fiverescved,. of course, in this. sort. of thing. They 
say that with an accredited auto finance company with 
respect to a loan of $500 on a new automobile the true 
interest rate is 16 per cent; on a one to two-year 
Old car it is 22 per cent, and Of ancarcover two. 
years old it is 26 per cent. 

We understand why this is, but they went 
to other car dealers who did not work with an accredited 
finance company and they found that their general 
rate was 32..per cent. It. would ibe quite direiicula, 
probably, for some people who did not understand this 
to realize just exactly what was happening to them. 

I should like to refer to Senate Hansard 
when Senator Croll's bill was being discussed. He 
gave an illustration of a shopper going to various 
stores in Toronto and purchasing furniture and appliances 
Atmehome furnishing store, on a $350 sale, the rate 
of true interest was 254 per cent on a 2-year contract. 


At a large departmental store, which was a very sound 
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institution, it was 15 per cent, and in an appliances 

store, on a $230 cash price sale, the carrying charges 
were 313 per cent. It was more than double. It does 

not make sense. 

THE CHAIRMAN: Those rates are all based 
on the same thing. 

MRS, WILSON: Yes, the same man computed 
them all. 

COMMISSIONER MACKINTOSH: Have you any 
views in the field of economic monetary policy on the 
usefulness of having direct controls on the volume 
of consumer credit to regulate down payments? 

MRS. WILSON: .I must say that this is beyond 
my competence. Itréeallyido not know. 

COMMISSIONER MACKINTOSH: Those are all the 
questions I have, Mr. Chairman. 

COMMISSIONER LEMAN: What would you think, 
Mrs. Wilson, to an alternative, that the formula or 
a couple of formulae be supplied to the purchaser, 
to the consumer, with the goods -- 

MRS. WILSON: You have seen the formulae? 

COMMISSIONER LEMAN: -- so he could figure 
it himself, if he wantsto, if he is interested? 

MRS. WILSON: You have seen these formulae? 


Do you think that all consumers, even some who are 


quite thoughtful and astute, could actually work this 


out satisfactorily? There are plenty of chances for 


COror, You have to fill out half a dozen amounts 


in the correct places, and you work out a formula. 


I do not think this is very fair. Why should this be 
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1 necessary? 

2 COMMISSIONER LEMAN: Suppose the dealer 

3) makes an paror when he works out the formula on various 
4] goods he is selling in his store. Would this be 

5] something he could be sued for? If he makes an 

6). error and misrepresents the rate of interest, could 

7+ he be sued for this? 

8 MRS. WILSON: Suppose he makes an error. 

9| He might very easily make an error in the total cash 

10| payment which would be required -- the dollars and 

11/| cents instalment payments. This is what a great many 
12) firms are requiring nowadays. Perhaps somebody could 
13 tell me. Is he liable to be sued in that case? 

14 COMMISSIONER LEMAN: What do you mean? 

15] What kind of an error? 

16 MRS. WILSON: I suppose the finance company 
aa would. just have to-absorb it in that.case, if it was 

18|| wrong. However, I should think that if it were a 

19| deliberate deceit, that he would definitely be responsible. 
20|| But I would not be prepared to say what would happen in 
21] the case of an honest error. I think. 10 ¢oulgebe 

22|| easily proved, and actually the rate charts so far 

23|| as most finance companies are concerned are worked 

24) out to the percentage for the exact amount of credit 

25|| extended. I have seen some of these rate charts. 

26 | COMMISSIONER LEMAN: I am just wondering 

27|| about a store owner who carries 400 or 500 items that 
28 he wants to sell on credit and he has to tag each one 
29| with this interest charge. You see, there would be 
30] 


plenty of opportunity for error. 
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i MRS. WILSON: Yes, but as to the actual 
- dollars and cents amounts of the time sales payments, 
3] do you think he could work them out? 
4 COMMISSIONER LEMAN: He has to do it. 
5 MRS. WILSON; Then, if he can do that is 
6] there any reason why, if he has proper charts, that 
7 cannot be converted to a percentage rate? I mean ~ *aLf. 
8/ he can do one he can do the other. 
9 COMMISSIONER LEMAN: I am not inpiyid he 
10) cannot do Bee 
it MRS. WILSON: If he can work out the total 
12 cost time sales price. -- you understand what I am trying 
13 to say? -- then he can work out the percentage rate. 
14 COMMISSIONER LEMAN: I am sure he can, 
15 but I am suggesting he can make an error, and would 
16 that be misrepresentation? 
17 MRS, WILSON: I would say it would be 
18 misrepresentation, of course. It would be a very wrong 
19 thing to do, but I do not think this is apt to happen 
20 any more than a mistake in calculating the total time 
21 sales payments. 
a COMMISSIONER BROWN: I think one of Mr. 
23 Leman's points is that if this is going to be established 
24 by statute and the retailer has to do this, what do 
25 you recommend the statute provide in case he makes an 
26 error? 
me MRS. WILSON: That would be something for 
28 them to consider. This is a matter we have not particularly 
sad considered at all, but I should think in consideration 
30 | 
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COMMISSIONER BROWN: What suggestion would 
you like to put forward? 
MRS. WILSON: You mean, should this be 
a criminal offence? 
COMMISSIONER BROWN: Or should it require 
an adjustment in the price, or what do you Suggest? 
I think that is what Mr. Leman was trying to get at. 
COMMISSIONER LEMAN: Yes. 
MRS. WILSON: I see your point, Mr. Leman. 
I noticed Senator Croll said in relation to his bill 
that if the dealer did not provide the percentage rate 
which should be required. by legislation, that»all 
finance charges be removed from that particular sale. 
Perhaps this sort of thing might be done. 
COMMISSIONER MACKINTOSH: Perhaps, Mrs. 
Wilson, like many eminent finance institutions, he 
could put at the bottom, "errors and omissions excepted". 
MRS. WILSON: Actually you cannot protect 
the consumers from themselves, if mistakes are made. 
COMMISSIONER BROWN: Nowe the same line 
I should like to ask to what decimal. point should this 
disclosure be carried? 
MRS. WILSON: I suggest that it be left 
to the Government of Canada to decide the accuracy 
and method of preparing these formulae. This is what 
was suggested in the bill, and I personally believe 
that our organization does not feel it needs to be 
carried to two or three decimal points. I would 
think that a half a per cent to one per cent error 
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I COMMISSIONER BROWN: In other words, if you 
2) obtained. aistatement that the interest charge was between 
3} 15 and 15ziper cent.or something like that? 
& IRS, WILSON: Between 15 per cent and 153 
<f per cent; let us put it that way. I was going to say 
6 that in reading the material about these formulae in 
7 respect to the Federal Reserve system, which has been 
8 referred to, it is suggested that they are not always 
9 completely accurate. There is an error of a decimal 
10 


point as far as the Federal Reserve system is concerned, 


11} pp, More, in his book, says that when it gets to be 


over a term of three years the percentage of error 
becomes much greater. This is something which again 
would have to be taken into consideration. This is 
quite beyond our competence, but I am sure the Govern- 


ment of Canada would be able to adjust this. 
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Now, the consumer is not interested in the 
third decimal place; we are interested in something 
that is accurate enough to help us make a rational 
decision. Remember, that keeping house is a business 
Just like anything else, and financing a family 
and a home is like anything else and I can't see any 
particular reason why we shouldn't have the protection 
@ a percentage rate when we do instalment buying, 
the same as any other business has percentage rate 
protection when they buy, md when they buy on credit. - 

COMMISSIONER BROWN: You mentioned the 
statute that controls the loan companies, and this 
imposeS maximum rates of interest that may be 
charged? 

MRS. WILSON: Yes. 

COMMISSIONER BROWN: Including all the 
financing? 

MRS. WILSON: Yes, that is right. 

COMMISSIONER BROWN: Have you any suggestions 
that there should be a maximum simple rate of interest 
permitted? 

MRS. WILSON: I think at this time the 
thing we are interested in is to get full disclosure 
and see if this will not right a great many of the 
wrongs which are now existing in the credit granting 
field. I think that it would be a great pity to 
Givert our attention at this point, and I have 
not competence to decide on this point and our 
organization has taken no decisive stand. 


THE CHAIRMAN: You took the 16.3 per cent 
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Terente, Ontario 
1 in your store A figure? 
2 MRS. WILSON: Yes. 
3 THE CHAIRMAN: And does that include 
4 any service charges? 
5 MRS. WILSON: This includes everything. 
6 THE CHAIRMAN: That is the cost of the 
7 credit? 
8 MRS. WILSON: That is the complete cost 
9 of the credit. 
10 THE CHAIRMAN: It has been held that that 
il would be all these items which are included? 
12 MRS. WILSON: Yes, everything. Ta pital 
13 the thing; you see, if some items are included 
14 and let us say that they have just put the interest 
15 rate on in the old sense of the word and you have, 
16 Leu ais say; insurance expenses to put down some 
17 place else, service charges some place..etse, this thin 
18 is so - diversified that the interest can very 
19 easily be charged ee ues by segregating these 
20 charges. 
4 THE CHAIRMAN: That is the total compensation? 
22 MRS. WILSON: That is the total compensation 
23 to the lender which is paid by the borrower. 
24 THE CHAIRMAN: Then, there is just one 
25 Other thing. In the event of default in monthly 
26 payments, unless an interest rate is shown how do 
27 you determine what interest rate is to be paid 
28 | on the defaulting --- 
29 : MRS. WILSON: That will be something which 
“30 I would think when the matter has been discussed by 
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Terente, Ontario 
the government in session that the rates --- 
THE CHAIRMAN: I am just pointing out 
that unless there is something more in the contract --- 
MRS. WILSON: I see what you mean; an 
actual rate. 
THE CHAIRMAN: That is all very well if the 


monthly payments are mét regularly, that is one thing; 


DiGi t the monthly payments fall into default, 


is there any interest that accumulates on these 
monthly payments? 

MRS. WILSON: I am sure there would be. - 

THE CHAIRMAN: At what rate? Unless the 
rate 1s shown somewhere, .then--- 

MRS. WILSON: In the credit contracts I 
have examined on this point that actually is not 
stated in the contracts, on some of the ones I 
have seen. 

THE CHAIRMAN: There could be an inconsistency- 
between the statement that the monthly payments are 
$15.60 and the rate of interest is 16.3 per cent. 
It is the rate of interest on what? The rate of 
interest must be on the unpaid balance as it is 
from time to time? | 

MRS. WILSON: Well, this contract AL er OG 
that the borrower meets his payments when they are 
due and, remember --- 

THE CHAIRMAN: I know this, but if they 
don't, then what happens? 

MRS. WILSON: niet! weal the rate be? 


THE CHAIRMAN: Yes, unless it is mentioned 
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Torente, Ontario 
in the contract. 

MRS. WILSON: Yes, it would have to be 
probably a different rate and this is something 
which, of course, we haven't --- 

THE CHAIRMAN : It could be that in some 
of these contracts that is covered more serine 

MRS. WILSON: I was actually interested 
in that, because in some of the contracts this is 
not even mentioned and I have wondered myself 
how this was done. This probably would have to be 
worked out in the same way as the rate for the 
borrowers who meet their contracts, I should think 
and, remember, as we said it is only .4 per cent 
that do not meet their contracts. 

THE CHAIRMAN: If there is a default in 
a monthly payment, then the cost of a loan of 
$54.40 might be greater if interest is to run on 
the defaulting payment? 

MRS. WILSON: This is one of the things 
which I would like to point out about this, that 
the merchandise in these contracts remains the 
property of the merchant or the finance company 
until it is completely paid for, and they can reclaim 
it. That is another thing which must be considered. 

THE CHAIRMAN: Oh yes, but by the time 
they reclaim it there is not very much left for 
anybody; it is the other way around. 

MRS. WILSON: In England, I understand, 
if you have paid one-third of your instalment 


payments you can't reclaim without taking it to court. 
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Terente, Ontario 
This is something which is peculiar, as far as 
being different in Great Britain, and sometimes 
a contract will have half a dozen items on it and 
if for some reason or other you can't meet one of 
the items on that contract -- if it is all on the 
same contract -- the whole works, the stove, the 
refrigerator and the chesterfield suite can al be 
reclaimed and have been reclaimed on occasion, and 
this works a real hardship for some consumers. I 
was rather astounded to find that out. 

THE CHAIRMAN: I used to have a lot of 
claims on these contracts and with all the 
repercussions. | ‘ 

MRS. WILSON: I would like to point out 
that it is a very, very small minority, and in this 
statement by the Financial Post it says that .4 
per cent is all that are uncollectable, and this 
is very much worth noting,and I did-read some place 
else that when it does get into the hands of the 
collection people that they sometimes charge as 
much as 50 per cent of the value of the goods to 
do the collecting, so that it is a very, very small 
proportion, actually, and I think that this risk 
is well taken care of in the interest rates charged. 

COMMISSIONER LEMAN: Would you hazard a guess 
as to what percentage of the consumers in the country 
now are paying what you would consider to be excessive 
rates of interest? 

MRS. WILSON: I don't think we have any 


statistics which would prove that; we simply have 
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Terente, Ontario 
the oe Which are charged by different firms, 
Beat thenk that once we get the percentage rate 
and a proper comparative cost procedure set up, 
certainly we would hope that due to this competition 
that all these people who are charging excessive 
rates would ‘have to go out of business. 

I mean, if it was clearly stated that A 
charged 20 per cent and B charged 30 per cent, you 
would be a very stupid person if you went to B 
to do business, and I think it would put them out 
of business and I think that the percentage of 
excessive rates would be very greatly reduced, but 
i eae think there is any statistic to show the 
Baaco number at all’ and, as I said, I think the 
cases that come to court -- I don't know too much 
about this -- but I think it would be a very small 
percentage, actually, I should imagine, Mr. Chairman. 

COMMISSIONER BROWN: You mention the problem 
of when LA See Bt cash price was stated. 

MRS. WILSON: Yes. 

COMMISSIONER BROWN: Do you think that this 
should be a matter of legislation? 

MRS. WILSON: I think in all credit contracts 
there should be a cash price, certainly, and also 
the time sales cost, the cost of the credit, and 
the finance charges should be expressed in aottaers 
and cents and in a percentage rate. 

COMMISSIONER BROWN: Do you think there 
Should also be provision for people to pre-pay? 


Suppose that they won the Irish Sweepstake and wanted 
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Terente, Ontario 
to pay off these contracts? 
MRS. WILSON: This is Something which we 
haven't given consideration to. TI have never won 


an Irish Sweepstake. 


COMMISSIONER BROWN: Suppose that somebody 


dies and leaves --- 

THE CHAIRMAN: You can always try. 

COMMISSIONER BROWN: Sir!. 

MRS. WILSON: ' Tut,: tut.) -In reading about 
the hire-purchase contracts in Britain, in any 
event, in some cases it does state that there is 
provision --- 

COMMISSIONER BROWN: But you haven't got 
the information on that? 

MRS. WILSON: No, that is Something we haven't 
come to. 

COMMISSIONER BROWN: I would like to ask 
you your opinion on one other thing, and that is 
that when a period of tight money comes along and 
interest rates go up,presumably contracts therefore 
cost more because of the higher interest charges? 

MRS. wILSON: Yes. | 

COMMISSIONER BROWN: Did you find in any 

of your apo that this builds up consumer 
resistance; people change their minds about buying 
thing, not as between store A and store B, but as 
between this year and maybe waiting until next year 
when interest rates might be lower? 

MRS. WILSON: I think there is some evidence 


of this in certain classifications,that: goods do 


gee tilt Ode 
a 
TP 9 

PE Le Favs, 


- G la lyoug _ 
7 


’ 7 a oe +6 
; aw) eee es ~/ 


7 
rep dineto ial sie 


a : 
M ve La one 7 


,ot sme) 


of 


siqa voy yoy q 
6 osdw dan, 


*~ 
al 7 


| | ‘eiat saeotetnk > 


. 
cS oeai 310m 24200 


me cH Wa 


<§ 


“ 
ca 
re 


iy avawiwe inet. ie) 
| selene sropme.ehos THN ro 2i908g nesval2et: 


‘ro ohoe A weegs cseedead ws fon gated 


ca ile ¢ eG 1Og f =" eo» Ww a a > 


! 1 — 
woe. Jeon [ntie gate ay 1eyso 5 =e08 @2Ge asewdsd 
: - a 
2aeHSL Sd | oo *utay acetetnt & a 
a i fv 
edhonen aehe-£4 avec gates ZT or > oe - 
- 4%, 


ee Shere, Sate emgeteggtiantio atic 


Nethercut & Young - 6633 = 


Torente, Ontario 


: sell more readily when there is easy money than 
: when there is tight money. 
: COMMISSIONER BROWN: Is this because the 
2 financing charges are lower or because people have 
: more money? 
: MRS. WILSON: I think for the most part it 
‘ is because people have more money. 
COMMISSIONER BROWN: Have you made a survey 
e at all about people's heer ens to rates that are 
a offered to them on their savings; do they consider 
7 this at all? Do they consider the fact that it 
"i will cost me this much if I buy this now, whereas 
. if I put some money in these savings institutions 
a I can get 4 or 5 per cent, and therefore the spread 
% is that much greater? 
: MRS. WILSON: No, we have done no survey 
on that particular item at all. 
. COMMISSIONER LEMAN: At the risk of confusing 
: the consumer --- 
MRS. WILSON: Yes. 
3 COMMISSIONER LEMAN: Any institution that 
a was a little worried about the appearance of 16 
¥ per cent or 19 per cent, would you allow him® add 
% in the contract that he will only net 7 per cent 
25 
on your money! 

26) 

MRS. WILSON: Now, that would be a very 
4 good thing. I hope you realize that I have explained 
7 in the supplementary brief and in the original brief 
4 that we fully understand that there is no relation- 


ship between the old fashioned 6 per cent rate and 
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Terente, Ontario 

what credit contracts cost, and we are particularly 
concerned about the people that enter into contracts 
for very short-term. small loans, because we realize 
that it is really probably a nuisance in some cases 
to credit companies to have to set up these contracts 
for a very small amount of Boney and certainly 
in our consumer education we would point this ete 
to the consumers. I realize that they would use 
these short-term, small amount loans just if the 
consumer goods which they wished to purchase were 
wery «Vital. 

If you had a baby and you needed a refrigerator 
I suppose it wouldn't matter what it cost, you should 
buy it anyway, or if you needed a winter overcoat 
you should buy it anyway, but I think that the 
ability to assess the need as against the cost 
should be very much stressed, and I do think that 
finance companies would be well advised to do a 
certain amount of consumer education on this point, 
too. It is their responsibility as much as ours, 
and we are delighted to see the university entering 
ane thls iiield. 

COMMISSIONER BROWN: Do-you know whether 
it is the consumers or the retailers who are taking 
the university course? 

MRS. WILSON: probably it would do the 
retailers a great deal of good to take the course; 
it is offered by the University of British Columbia 


and anybody that is a citizen has the right to 


take the course. 
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Terente, Ontario 

COMMISSIONER GIBSON: Have you got any 
other views or has your Association any other views 
about consumer credit matters which you want to 
express to us? We have heard quite a lot of views 
with regard Pov aereeat of consumer credit; is 
there anything else that you have to say on this? 

MRS. WILSON: No, nothing in this area. | 
We feel that our interest should not be diverted 
on this point from this one point of full disclosure, 
and if we get that it may be that the consumers 
are their own best credit managers; it may be 
that anything more will not be necessary, but let 
us get this one vital point across which we consider 
is self-evident as something we need to do intelligent 
shopping. 

THE CHAIRMAN: Thank you very much indeed 
for your brief and for the discussion. 

MRS. WILSON: You are very welcome. 

THE CHAIRMAN: We have learned a great deal 
this morning, I think, and perhaps in a different 
light than before. 

MRS. WILSON: Thank you very much. 

THE CHAIRMAN:We .will. adjourn now. Tor 15 minutes. 
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Toronto, Ontario 
SUBMISSION OF 

2 
A PROFESSOR EDWARD .P, NEUFELD 
4 ~— —-— = = = =o 
5 
6 THE CHAIRMAN: Professor Neufeld, I think 
7 I owe you an apology for delaying your submission 
8 in the way we have on I think two occasions. However, 
9 we are very pleased indeed to have you with us today. 
10 We have all read your brief with great interest and 
11 look forward to the discussion that will ensue. 
12 I do not know whether you have in mind 
13 making any preliminary statement or not, but that on 
14 entirely up to you to decide. It is not necessary 
15 to do so unless you wish. 
16 PROFESSOR NEUFELD: Well, Mr. Chairman, 
7 I would just like to say that it is an honour for 
18 me to be given this opportunity to appear before you. 
19 Also I should like to say that one of the consequences 
20 of being somewhat delayed in appearing before you is 
21 that the Bank of Canada and Canadian banks have pre- 
22 sumably read my brief and have decided to revert to a 
3 fixed bank rate and introduce bankers ' acceptances, 
74) 5° that there are certain modifications that would now 
25 have to be made in that direction if I were to revise 
16) mY brief. Apart from that I have really nothing else 
97 || to say in the way of an introductory statement. 


COMMISSIONER GIBSON: Mr. Chairman, if I 


99| might open up I should like to ask Professor Neufeld 


a few questions about the objectives of economic and 
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monetary policy which he really deals with in the first 
five pages of his brief. He makes reference to these 
in there and elsewhere. 

You speak,. Professor Neufeld, of. five 
objectives: low unemployment, relative price 
stability, a high rate of economic growth, fair dis- 
tribution of the costs of instability, or economic 
instability, and in the fifth one you suggest a 
minimum of interference PE er ese functioning of 
the capital market. You go on to say that.you think 
that these objectives should be set out by an 
Economic Stabilization Board and that at least an 
annual report of the progress towards their achieve- 
ments, problems and conflicts involved should be made, 
and presumably should be published. 

rarste OL Gi). Bn, regard to twnese mop ecui ves, 
these are the objectives of economic policy, monetary 
fiscal and exchange;they are not specifically monetary? 

PROFESSOR NEUFELD:. Dney.are objectives 
of economic policy because I do not think that it 
is possible to segregate policy into those various 
categories, 

COMMISSIONER GIBSON: Do you think that there 
are any of these Boe uiees that are. particularly 
the job of monetary policy, or more monetary policy 
than. fiscal policy, et us say? 

PROFESSOR NEUFELD: I do not think one can 
say in any absolute manner that certain particular 
objectives are more the objectives of monetary policy 


than of fiscal policy. I think it is true that monetary 
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- policy is perhaps more effective in certain regions 

- for achieving those objectives than fiscal policy might 
3 bey 

oe 


I might also add that another change from 
5 the time that the brief was written is that we have 


moved back to a fixed exchange rate. I think as a 


7 result of net one would now have to add to that list 
8 obviously the maintenance of the fixed exchange rate 
9 as long as we are committed to a fixed exchange rate. 
10 I think while one could say, for example, that 


i} cause over a number of years the increase in the supply 


of money has been accompanied by an increase in prices, 


cy price stability 

14 is more an objective of monetary policy than other 

15 eypes- Of policy. While onevcould argue* thav?way, 1 

16 would not prefer to argue that way. 

V7 COMMISSIONER GIBSON: In the Netherlands, 
18) as Heunderstand it,. the objective of internai sand 

19 external stability on the value of the currency is 

20 specifically stated in legislation affecting the central 
21 bank. In most countries I believe these general 

22 objectives is mentioned rather than the one specific 
a one. 

ae PROFESSOR NEUFELD: Yes, I think that the 
25 | Bank of Canada Act preamble refers in its own way to 
26| the exchange rate and to internal prices. It refers 
27/ to a number of other things as well. I think it 4s 
78) useful to refer to them all. 

” | COMMISSIONER GIBSON: What about conflicts 
30 | 


| aS between the objectives? You do not say a great deal 
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1 about that although it is evident that you are concerned 
2| about some of them as shown by your remarks about 

3 cost-push inflation, for example? 

a PROFESSOR NEUFELD: Yes. 

5 _ COMMISSIONER GIBSON: Would you care to 


6| say a little more about how far you regard the objective 


7| of low unemployment, or high employment, and price 


8) stability as being in conflict, and under what sort 

9| of circumstances? 

10 PROFESSOR NEUFELD: I think that in the short 
11/ run there could be serious conflicts between these 

12/ various objectives. I think in the long run the 


13 conflicts are not as obvious. The reason for this 


14/ is that if, for example, one tolerates a degree 

1S} of inflation in trying to raise the. level of 

16 employment, I suspect that it may work in the short 

17 run, but I do not think it would work very long in the 
18/ long run. So that in the long run increasing prices, 
19) or excessive price increases will” also produce an 

20| fortunate employment conditions. 

21 Also,° i2t- one~ said that’ in’ the Tone run; 

22! or rather in the short run, one should try to achieve 


23) certain rates of economic growth at the expense of 


240 prices, again I think this would build up such distortion 


25 in the economy in the form of distortions in capital 


Stock and in our balance of payments 
27 position ,that it too would begin to conflict with the 
28 objective of long run growth and long run stability 


in employments. 


i | COMMISSIONER GIBSON: I understand the meanin 
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of your approach, that this may not be in conflict in 
long run, these general basic objectives, but in fact 
is not monetary policy pretty well decided by a series 
of decisions which are made in short run? 

PROFESSOR NEUFELD: I think monetary policy 
is decided by a lot of decisions that are made in 
the short run. I think that the possibility, therefore, 
of nalts in the short run between objectives is 
present. I would hope that these conflicts would 
indeed be avoided, and I think that the way that they can 
best be avoided is for the policy makers to pursue 
Ghe: dines, of. policy. ..and the use of techniques 
po mwnsteh lL have, referred. For example, if one 
pushed monetary expansion far, im the short 2un 
this might be desirable for immediate employment 
conditions, but it might conflict with future price 
stability unless one were able to remove that liquidity 
from the economy. 

Therefore, I think the mix,as. outlined 

in my brief, between fiscal and monetary policy which 

would permit the budget to mop up some of that liquidity 
would be essential in order to ensure that the conflicts 
of which-we have been talking would not in fact occur, 
So, I think there is a possibility of conflict in the 
short run. I think that they can to a substantial 
degree be avoided with appropriate policies. 

I might add this, that occasionally the 


market is subjected to very severe strains of a partially 


| economic and partially non-economic character. I would 


think that the attack on the Canadian dollar earlier on 
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in this year is an example in point and that under 
those circumstances I think it is quite true that there 
is conflict between the need 

to maintain the fixed exchange rate, 
to remove speculative forces from the market, and the 
need to increase levels of employment. In that case 
I would say there was a conflict. Policy had to do 
first things first, and the first thing in that case 
wasauo restore confidence in the Canadian.dollaras In 
my view this did have.and probably still has certain 
undesirable consequences for employment and credit 
Conditions In fthevcountry, but, «Il don't think 46) could 
be helped. I think there are instances when you 
do have conflicts and. cannot do anything 
about them, and when policy-makers just have to do 
Birst things first. 

COMMISSIONER GIBSON: You do suggest that 
& pretty deep kind of conflict may arise also when 
you have got a cost-push type of inflation if you 
attempt to off-set this. by monetary or,.even fiscal 
means? 

PROFESSOR NEUFELD: Quite right. I think 
that in the case of cost-push inflation there is a deep 
conflict between maintaining price stability and 
maintaining employment conditions. I think an 
attempt to use what we call demand techniques to combat 
inflation under those circumstances is certainly going 
to aggravate the conflict between employment and prices. 
There is always the question as to how important cost 


ami letion. is. I do not know how important it is. I 
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have not seen any really convincing statistical work 
| 


2) which will throw much light on this, but I think it 


is fairly clear that ifit is important -- I think 


4 it is sufficiently important by instinct, and I think 
5 it is sufficiently important for one to worry about it -- 
: 


then to use demand techniques for achieving price 
7 stability will create conflict in the objectives 
8 which I have outlined. I think, therefore, there is 


no way out but to introduce other techniques so as to 


10 again avoid the possibility of conflicts between 

11 objectives. 3 

12 COMMISSIONER GIBSON: Now, on the subject 
13 of growth there is a basic objective. Is there a 

it conflict here, and I am thinking of the problem that 
15 we have had in this country and that the Americans 

“ had to. some extent in the last two years, where the 

17 rate of growth has slowed and almost stopped, andlor 
18 eeeein Reaednabis this country -- some of those 

“4 reasons are of a structural character and therefore not 
a readily adaptable to an increase dendhee Supply, let 
zl us say. Would you care to say a bit about those kind 
22 of problems? 

o PROFESSOR: NEUFELD: Yes. I think that it 
a4 is difficult to have sufficient perspective on this 

i problem without going back to the early 1950's. iL 

as think -that many of the growth problems which we are 

ze experiencing now were really created in the period 

oe 1950 to 1956, or 1957. I think that during that 

4 period the Canadian economy grew‘rather too quickly and 
30 


it created distortions in our capital stock which took 
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the form of very obvious excess capacity in a number of 
industries, ere the resources industries in particular. 

I think another distortion that was built 
in during that period was a very substantial trade 
deficit. This was because we in effect fought inflation 
during that period by importing more and more goods. 
We succeeded reasonably well in fighting inflation in 
that way but I think that the price that we paid for 
that technique was to build up a level of a trade gap 
Maen os drtficult to remove, This meant that 
our export industries and our import competing industries 
and particularly our import competing industries, have 
not developed as well as cney would have done if that 
distortion in our trade balance had not occurred. So, 
I think what we have seen since then is an attempt 
to remove the distortions which were built up at that 
time. 

I think that once economic growth distortions 
of that kind are developed one simply has to accept 
the fact that it will take some time to work en out. 
I think it has taken some time ee work them out and 
I do not think we have worked them out yet. 

Perhaps the more disturbing part of it is, 
to my mind, that stabilization policy has not, until 
very recently, helped us very much to work out these 
distortions. 


I think in such periods, stabilization 


policy must do what it can do to shorten the time 


to work 
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out the distortions, and in this case I think that 
what stabilization policy should have done is to 
direct itself toward reducing substantially the trade 
deficit. If one could have done this over a period 

of four or five years, or perhaps even two or three 
years, this could have been done through the techniques 
which work through main market forces; through 

easier credit conditions lpesets interest rates 
so a gentle reduction in the rate of exchange in an 


orderly fashion. 
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i] I think that because we did not really follow that 

9) Courss we then had to take rather strong measures, what 
3 I would call shotgun measures, to affect the exchange 
4 rate and to attempt once and for all to remove this 


distortion of a very large trade gap. 


5 
6| COMMISSIONER GIBSON: You think that if 
- monetary and fiscal methods, including a controlled 


8 exchange rate, are used effectively, you could deal 
9 with a period of the kind we have had in the last 
10 five years; or do you need other measures as well; 


11 that is, things that will correct these distortions 


12 and lead to the resumption of reasonable growth? 
13 PROFESSOR NEUFELD: I think this would 
14 depend in part on what one regards as the nature of 


15 the distortions that are present. To my mind, the 


16 great distortions were an excessive capital capacity 
17 in a number of industries and the large trade deficit . 
18 I think monetary and fiscal policy should 

19 have done rather more than they did to remove the 

20 distortion of the large trade deficit. As far as 

1 the excess capacity is concerned, once it is there, it 

2 is there, and only the ay an of sales is going to solve 

3 the problem, really. So I am very skeptical as to the 
94|COMtribution thgt monetary and fiscal policy could 

5 have made in that direction, apart from perhaps raising 

26 | SOmewhat the level of domestic buying. 

27 But there are other distortions which aggregate 


9g monetary and fiscal policy really, could not 


~ 


99|have done very much about, unless we use the phrase 


30| "fiscal policy" in a very selective sense. For example, 
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1) regional policies. I think that aggregate monetary 
and fiscal policy really could not help us very much 

3) in solving the problems of growth in particular regions 
4|| of Canada. 

5 Also, obviously, if 

6] there 1s such a thing as an undoubtedly low level of, 

7 say, technical education in Canada, there is nothing 

8| that monetary and fiscal policy could do about that. 


9| But I would say this, that I do not think aggregate 


10| monetary and fiscal orice will make those difficulties 
11] worse. I think that in many cases they will not help 
12] us to solve. those problems, but I do not think they 

13|| will make them any worse. So I do not chink they 

14/| should be precluded from being used to correct the 

15| other things merely because they will not help to 


16|| solve the problem, say, of regional growth or inadequate 


17|| educational facilities. 

18 COMMISSIONER GIBSON: But you have left me 
19 with the impression that monetary and fiscal policy 

20|| might have done more in the period of expansion that 

21) preceded this problem, to prevent circumstances, which 
22| have aggravated the problem,from arising, or at least 
23 to lessen them. 

24 Would you put the emphasis in that negative 
25| sense, more than in a positive sense, of increasing 


26|| demand in the areas where you are trying to set a 


27| decent rate of growth? I do not know if I have 


28 | expressed myself clearly, or not. 
29 | PROFESSOR NEUFELD: I understand you very well, 
30/ sir. My view would be that if you succeed through the 
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use of monetary and fiscal policy in minimizing the 

distortions during a boom, that you will not have 

the problems to cope with in the succeeding recession. 

Therefore, the problem for monetary and fiscal policy 

in the succeeding recession will be different. Not 

so much need be expected of it in a succeeding 

recession. Therefore, I hesitate to say that 

monetary and fiscal policy will be more or less 

effective in improving an expansion, or countering 

a contraction, because |] really see the two as 

inter-related and that really you are already combating 

the recession when you successfully control the expansion 
COMMISSIONER GIBSON: We are talking about 

a little more than a normal expansion or recession here, 

This was the end of the great post-war boom, when we 

had this great surge of demand. I take it, then, 

that it is your view that, while a reasonably rapid 

rate of growth is a proper objective of this policy, 

perhaps there is too much emphasis as to 

what monetary and fiscal policy could do in this area? 

In other words, would you say the more immediate 

objectives were to maintain a fairly high level of 

employment and a reasonable stability of prices? 
PROFESSOR NEUFELD: I think I would say 

that. I think, for one thing, a certain rate of growth 

is defined when you say that unemployment should not, 

on the average, go below 3 to 4 per cent. You are 

already defining a rate of growth by saying that. 

But if your question relates to rates of 


growth in addition to that required to keep a sufficientl 
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1 large number of people working, my feeling there is 

2 that in an economy such as ours, where a majority of 

3| the decisions to save, to spend, to work are still 

4| left to the individual, that the decision to save, 

5] the decision to generate savings, should also be re- 

6| garded as the prerogative of the individual and the 

7| company; and that it will really be this voluntary 

8] decision to save that will decide what rate of growth, 
9| in addition to that which will provide full employment, 


10| the economy will experience. 


11 In addition, of course, there is the fact tha 


12) growth will depend on all the other things, the quality 
13] of the population, how hard people want to work, the 

14; rature and demand for the resources that the economy 

15 happens to have. 

16 But I think I would not make a fetish of 

17 economic growth once people are gainfully employed. 

18 The suggestion sometimes is made that, for example, 

19 the government should tax heavily, build up a surplus 
20] over many years and either use this surplus to finance 
21 public capital expenditures or feed it back into 

22|| the private economy and let business use those savings. 
23 I, personally, do not think that that 1s an appropriate 
24| policy. I would be inclined to leave the decision 


25|| of the proportion of income saved as much as possible 


26| to the individual. 

27 | Once one does that, I think one does limit 
28 oneself as to the growth objectives that one can set 
29 | for the economy. 


—s0} COMMISSIONER GIBSON: In other words, your 
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objective of minimum interference with the efficient 


“ functioning of a capital market to quite a degree 


determines the kind of growth and growth possibilities 


4! that -- 

5 PROFESSOR NEUFELD: It does indeed. 

6 COMMISSIONER GIBSON: Of course, there is 
7) this problem of defining what growth is anyhow. It 

8 is just a general term and it means different things 

? in, verms" ol’ different industries,” goods’ and services, 
10 and so on. Have you any views on that? 

11 PROFESSOR NEUFELD: I think it raises many 


12 Garr cul tw@es. I think that, since my emphasis is on 


maintaining adequate levels of employment, and that 


14 can be reasonably well measured, and that since my 

15 Breiieis is on -- apart from that -- permitting a great 

16 deal of freedom in people's savings decisions, I am 

A? probably not too concerned, about what rate of 

18 growth develops or how it is measured. 

» I agree with you that there are many 

20! girficulties in arriving at a unique definition of 

a growth. I do not think I can really contribute any- 

22! thing to that. 

ca COMMISSIONER GIBSON: One of your other 

oh objectives is a fair distribution of the costs of 

- instability. There are certain devices in our existing 

a machinery, of government in particular, which are designe 

27) to lessen the cost of instability,to individuals 

3 particularly, and corporations to some extent... 

4 Are you thinking of additional techniques 
an and methods here? 
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PROFESSOR NEUFELD: No, I do not think I am, 

In fact, I would think that techniques that are available 
to redistribute the social costs of unemployment and 
instability are adequate, but they may have to be 
extended. I think that this kind of technique falls 

in the general category of the built-in Stabilizer, 

of which one 

primary objective should pe to pinpoint costs 

of instability and to redistribute those costs. 

The unemployment insurance technique is a 
very adequate one for pinpointing unemployment and the 
costs of unemployment. It is true that it is abused 
and the people who know about these things nao useful 
suggestions tg make as to how the Sees can be 
eliminated. Certainly I would agree that abuses should 
be eliminated; but I think that the technique as such 
should be recognized as being a very useful one indeed, 
Ho, meredy)forsstabilizing;, an the sort of built-in 
stabilizer sense, but also for redistributing the costs 
of instability which we feel the economy will have 
to bear after we have done all we can do to remove 
instability. 

Ido not think there are» new techniques 
that need be introduced to meet this problem of instabilit 
I have no doubt that they will need to be refined, 


because at present the usefulness of the techniques 


| is frequently detracted from by the criticism of the 


| abuses of the techniques. 


~ 


COMMISSIONER GIBSON: I recognize that you 


have said you do not feel there is too much use in trying 
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tosay what are maximum acceptable increases in 

price cacein’s nor a maximum tolerable rate of unemployment 
I would still be very interested in knowing what you 
think is the maximum, long range increase in price 

levels which is tolerable in a kind of free market 

system that you are talking about, recognizing that 

they vary from year to year. 

PROFESSOR NEUFELD: Yes. I think there are 
several things I would like to say about this matter 
of price stability and objectives: relating to price 
stability. 

The first one is that prices are usually 
viewed these days in the form of indexes. Indexes 
are imperfect. Concentration on indexes frequently 
ignores the fact that the indexes are indeed imperfect. 
So that I think the first thing the policy-maker should 
do with respect to defining what price changes he will 
tolerate is to decide what numbers he is going to look 
at. My own feeling is that he should look at consumer 
prices, and that ideally he should hope that commodity 
prices will decline so as to permit the increase in 
service prices to be offset. 

But I would say that the policy-maker is 
probably unrealistic if he thinks that he will be able 
to achieve a stable consumer price index, 
for several reasons. The first one is that the 
consumer price index commodities may change over time, 
and there are some diverse views as to the effect 
of quality changes in the consumer price index on 


prices themselves. 
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So I think that any official authority that 
speaks about inflation and price increases should first 
of all make certain that he is allowing for whatever 
quality changes are taking place. 

The other 
thing I think the policy-maker must form a view on is 
the extent to which prices really reflect movements 
of prices in all the western world countries, and not 
merely in Canada. 

I think it would be a very serious 
situation for Canada to face price increases of a 
kind which obviously exceed price increases in other 
countries. In an expandirg economy, in a free, flexible, 
growing and innovatirg economy, I do not think we can 
say we want to have absolute price stability all the 
time. I think what we should guard against very care- 
fully is that our prices do not move more quickly than 
is the case in other countries. 

On the question as to what prices can then be 
tolerated in.the long run, I think there is very little 
evidence to suggest that eae es, creeping up of prices 
is going to destroy our economy and our financial markets. 
Our financial markets are incredibly adaptable to such 
developments. That does not particularly worry me. 

I do think it would be very inappropriate for the 

central banker to say that because it has not destroyed 
the system, therefore he agrees that some price increases 
are acceptable. Perhaps I am advocating a dégree of 
deception on the part of the central banker; I do 


not know. But I think the dilemma of the central 
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banker is that he does not want price increases, but 

he does realize that there are international forces, and 
forces of change within the economy, which might 

on occasion lead to price increases, and these he will 
simply, after the event have to accept. 

In the long run, in other words, I think 
that our inflation must be kept under control in the 
sense of it not exceeding the price increases of the 
western world in general. If we do that, I think our 
system can adapt to whatever price increases then do 
occur: 

COMMISSIONER GIBSON: As a practical matter, 
you doubt mene’ is much point in having a view on 
exact, long term increases for Canada, because of our 
dependency on other countries? 

PROFESSOR NEUFELD: I think that while 
one could say that we do not want prices to rise more 
than one per cent per annum, or .that we do not want 
unemployment to go higher than 4 per cent, or that we 
want to have a rate of growth of 5 per cent per annum, 
one can say all these things, but I just cannot see why 
a1) that is ~ Very meaningful or why anyone should 
believe me if I said it. 

COMMISSIONER GIBSON: Mr. Bernstein, formerly 
of the United States Treasury and of the International 
Monetary Fund, indicated to us that he felt that you 
pretty well had to have an annual increase in the cost 
of living, 4 rising price index, for much the reasons 
that you suggested, that it would be hard to have the 


costs of goods going down; the cost of services would 
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increase. He could not see the cost of goods going 

down as a long term proposition, because he felt this 
would have a very serious effect on investment decisions 
Do you hold to this view? 

PROFESSOR NEUFELD: To a degree much of 
one's thinking about what is and is not possible 
is based on a very unusual period in western world 
economic history, the period of 1945 to 1957; in western 
Europe, a bit longer. 

I would not at all say that it is impossible 
for commodity prices to fall gently in future, although 
I am not sure that they can. But I do think that it 
is not desirable for one to assume that they cannot 
fall, and I think it is highly undesirable for the 


central banker to say, "I do not think they can fall. 


Therefore, my objective is to permit some price increases]. 


I think, again, one must say, ‘Well, I 
think it is desirable that commodity prices do fall 
gently to offset service prices. I hope it will happen; 
We will try to devise techniques to help it along as 
much as we aging and hope for the best". | 
COMMISSIONER GIBSON: Mr. Chairman, I have 
some questions on our external economic relations 
and exchange rate policy, but before we get on to that 
perhaps some of the Commissioners might want to question 
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t COMMISSIONER MACKINTOSH: Dr. Neufeld, on 
: the point you were making last, following out his 
3 argument, Bernstein said that he would rather prefer 
4 wholesale prices to retail prices for reasons ene 
5 Would there not be a presumption that the increase 
6 in the cost of service was occasioned mainly by 
7 rising levels of wages in the commodity industries, 
8 which we might assume were justified by improved 
9 productivity which in itself would justify the 
10 balancing decline which you argued? Is that not 
11 correct? 
12 PROFESSOR NEUFELD: I think that is correct, 
13 4f I have understocd your question properiy. The 
14 danger I see in simply taking an index which does 
15 not really’ reflect wage increase is that it detracts 
16 attention from the fact wage imecreases may be 
17 equal to productivity increases, or they may 
18 not be equal to preductivity increases. 
19 So, if we try to choose an index which 
20 will eliminate the wage factor we might be deceiving’ 
21 ourselves. There are occasions when inflation can 
22 quite properly be related to wage increases, and 
23 that is when wage increases are exceeding productivity 
24 increases. 
25 COMMISSIONER MACKINTOSH: I was not 
26 endeavouring to rehabilitate Bernstein's policy. 
27 I was just trying to spell out a little the rationale 
28 | of your position. In the case which you elte where 
29 | wage increases exceeded productivity, however that 
20 sured, the failure to maintain a stable 
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J consumer price level would be the indication that 

2 these wage increases had been recognized as far as 

3 the measure of the price level is concerned. 

4 PROFESSOR. NEUFELD: Yes. What worries me about 
5 using a measure such as a wholesale price index as 

p a guide to policy, is that I think it is much too 

: unstable. There are times when commodity prices 

4 move very swiftly. They are wery volatile. I think 
Lt would be better in the end to use a more stabie 
oi index such as the consumer price index, even though 
‘a in the end we might have to say, "We must accept 

Fe the fact that one per cent per annum is accounted 

pS for py Changes in ‘quality. Let us accept the fact 
4 that in this connection; say, one per cent per annum 
AS really reflects increased wages in the service 

16 industries.’ I would be prepared to 

17 compromise in that direction, but I would much sconer 
is focus attention on a more stable index than an 
ip unstable one. These wstable commodity prices can 

» come and everyone might think in terms of deflation 
#1 when in fact it is a temporary thing. 

- COMMISSIONER GIBSON: I think, Dr. Mackintosh, 
23 


that Mr. Bernstein suggested wholesale prices in 
industrial gceods and not just wholesale prices in 
general, which would leave out some of the volatile 


commodities. 


COMMISSIONER MACKINTOSH: That is true. 


~ 


PROFESSOR. NEUFELD: Yes. 


COMMISSIONER LEMAN: What is the fundamental 


justification for pessimism regarding the possibility 
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of increased efficiencies in the service field? 


PROFESSOR NEUFELD: I think perhaps the 
pessimism arises from the fact that the great increases 
in productivity that have occurred in this country have 
occurred in the primary industries. There have been 
very substantial increases in productivity, for 
example, in agriculture, It is not that there is 
no room for some increase in productivity. 
I think the presumption is there is less 
room for it in the service industries than there is 
in other industries, This may well change. There 
are innovations in this areawhich are somewhat 
interesting. I hesitate to use examples because I 
iy 
do not know how important chs) but 
rs ae example, there is a trend towards increased 
use of self service, the use of self service drycleaning 
establishments, for example, and if this is multiplied 
many times in future, then I think we may have been 
unduly pessimistic about the potential increases 
in productivity, even in the service industries. 
COMMISSIONER LEMAN: Has there been much 
careful thought given to future possibilities in 
this field? 
PROFESSOR NEUFELD: I doubt thatthere has been, 
if only because innovation is a very unpredictable 
thing. I do not think economists think too clearly 
about innovation over time. Innovation is really 
the product of the enterpriser and it can come 


as a surprise. I think it is because it is uncertain, 
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because it is the product of the individual enterpriser 
rather than the product of the economist, that one 
has not probably emphasized it very much or concentrated 
very much on it. 

All I can say is that I would not exclude 
the possibility of substantial increases in productivity 
in the service industries, and I would hope that the 
enverpriser will ‘be up to it. 

COMMISSIONER LEMANs Therefore, that will 
be one additional wason why the authorities should 
not assume any one or two per cent increase in 


consumer prices based solely on the wrong guess? 


PROFESSOR NEUFELD: I quite agree, for Shee Pay 
Successes in increasing productivity would change > 
the character of the problem. indeed, it might even 
be Pee ina to set up objectives, because in 
the end it might be that the policy-maker, while 
appearing to do well, is doing less well,because 
cf productivity inecreases,than he could have done. 

THE CHAIRMAN: There is one question I 
should like to ask. In dealing with the post-war 
boom period, in looking back on it with the knowledge 
you now have-plus what you had at the time, could 
you state concisely what should have been done and 
when? 

PROFESSOR NEVJFELD: I am quite prepared to try. 
iL think for one shen if I may simply state my 


view on the position of the critic, that the 


29 critic should not be too concerned about those people 


30 who eriticize him for being clever after the event. 
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I think that it is useful and necessary for there 
to be people who are clever after the event, if only 
to outline clearly what mistakes have been made, 
with the hope that they will not be repeated. MTherefore 
what I am saying may well be subject to the criticism 
that I am speaking after the event. 
THE CHAIRMAN: I am not warried about 

that at all. I suggested that you might state your 
Opinion based on your present knowledge pilus what 
you knew at the time. For all I know you may have 
predicted everytning that happened. 

PROFESSOR. NEUFELD: I would say that several 


serious mistakes were made over the post-war pericd. 


The first serious mistake was made by economists 
when they forecasted incorrectly the state of post-war 
economic conditions. 

They felt that we would experience a post- 
World War I economy with a collapse of prices and 
a collapse of employment and output. I think that 
it took ae some time for economists to realize 
that indeed this was not happening and was not going 
to happen, at least not for some time. 

The next mistake was made by the policy- 
makers because they believed the incorrect forecast 
of the economists, and this led them to follow 
a policy of low interest rates for a geod many 


years. There was a period when money supply was not 


influencing interest rates, but interest rates were 
29 deciding monetary policy. During tmt period not 


0 Only was credit easy, not only was it easy for people 
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1 to obtain credit and expand purchases on the basis 

- of credit, but also they were.able to sell Victory 

3 Bonds, which they had saved up during the war years, and 
so: to push demand for the nation's resources 


5 beyond the level at which price stability could be 


ee maintained. 

7 I think that after the event the decision 
8 not to use control of the supply of money, the 

9 decision rather to maintain interest rate. 


10 stability, was a crucial one and, - it 


11 appears to me to have been a crucial mistake. 
12 I think perhaps another mistake, leaving 
13 out all the history -- was made in the most recent 


14 period of expansion, the period of 1954 to 1957. 


15 The responsibility for that mistake can more nearly 


16 be placed on the policy-makers than was the case 
17 earlier. We did not successfully control the 
18 expansion of 1954-57, because monetary policy was 


19] much, much too late in combating 1t. Although the 


20 economy moved up in the spring of 1954, we had 


21 monetary expansion of a substantial size with actual 
22 declining interest rates and a declining exchange 
23 rate for some months after that. Once we did begin 
24 to use monetary restraint welad already built up 


25 a degree of liquidity through monetary expansion, 


26 which I think made it quite impossible to control 
| 
af expansion; that plus the fact we never had any clear 
28 sense of what to expect from fiscal policy. - 
“id I think changes in fiscal policy have 


| frequently been fortuitously decided by other 
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reasons than stabilization =: of the economy. During 


that time I think the burden placed on the monetary 


policy, which was already too late, was too great, 

that it should have been supplemented by a fiscal 
policy of a kind which would have controlled excessive 
investment spending and, perhaps to a degree, excessive 
consumer spending,so that we would not have had to 

have the exceedingly high interest rates PR ina ve 
an Ba eegtne ly large inflow of capital. 

I think these were two of the major mistakes 
made in the post-war period. 

I feel that the third mistake was that 
probably all of us failed to realize the basic change 
that was occurring in this country after 1957. It 
eciay indeed was the end of anera, but it took 
several years for all of us to realize it was the 
end of an era. I do not think the policy-makers 
realized it was the end of an era. The techniques 
and policies that were followed were based on the 
presumption that renewed, rapid economic growth Wore 
be with us in a short while. This proved not to be 
the case. So I think the third major meres was 
the mis-reading of economic developments after 1957, 
and the adoption of a policy based on that mis-reading. 

THE CHAIRMAN: Any questions? 

COMMISSIONER GIBSON: Mr. Chairman, one could 
think of many questions after that very interesting 
exposition by Dr. Neufeld. I should like to-go 
back to this question of objectives, to look at the 


external side a bit. Dr. Neufeld said that we really 


‘¢ hagaen'p nooapseteri deena Bt 
evenasens bottonanas svn’ Ghremt: patil 4 
SViGESixe .do1geb 5 OF tn bas) grudasge ae 

7 oF bea ved 20m Siow on tant on. pattueqe 

. 

te? Swisses Wo) Mw kudtey Adegotas nae ttantbesore eta ie: 

| levtgne te Wolter aguet aa tihinitntcy > 

Sedateta totem at 36 ono ete geen wale 1. | 

bolts awe #eog’ ort nt pba 

Ji! tow avatala oOpgel age Peta’ feet: 7 
egumiln elasc ony oxi feot ot Petite? ay Qe Loe yldade oa 
a 


xy 


ict J! Que caine: to Ben eslt eae Béshek qntewmm 


dE VOD waite yeteuipo lad ob. gaia BSW, wae 


att auw 22 wellase am eae LEe 2~Ot aneey Tens 7 
brateu+ gation adv singed) en oh Lae Bele baw 
csppludeey oof ea 26. 20 Yaw edt ead Jt nes tlaey. . 


osd «3D bode Otew baweticr odew fanny eneirees bea if 


a 


Dititw Winey » Sedeose. 6.iqet {bewenet. dase HOLIGUUBS sg 
oe oF Yor aver, ali! .edtew ooe a, ab be eee 7 
ae i litt 
(eW 234394 totaw- Atiat otf debe 2 Ok | see ae 
seh Tae Soins celeb olpenece Ro aautbset-sia ane 

t ! 

: » 

ntsant-~qie Jace oo bear contyg 2 We aetsaépa ole Ge 
%nhldats, vah yee Bas i ae 

Blvd? ec | ews ode. eeaz RAWAL RNG i 
Eee ont qEY TU eel sar ta 9g xnen 3 
Oy 2, ay DL dareite ih: haan ; 


ob! te pond oe, ian edaneide! dig 9 


, etOS Bee be eee alae in ree Oe ew 


Nethercut & Young - 6662 - 


Toronto, Ontario 


1 now have another objective of economic policy, to 


2 maintain a stabilized exchange rate. I should like 


3 to ask him if we do not always have some objective 

4 in our external economic relations, either maintaining 
5 a reasonable balance between our payments and receipts, 
6 or an exchange rate which would promote that kind 

7 of balance?- Isn't this a permanent objective of 

8 economic athe as well? 

9 PROFESSOR NEUFELD: : think that it is. The way 

10 I looked at it was that if we followed policies 


11 which would provide us with . satisfactory price 


12 stability, and which would avoid distortions in 


13 particular sectors, that if this were done with a free 
14 exchange rate, it would result in a tolerable balance 


15 of payments position. I think that what has changed 


16 is that we do not now have a free exchange rate, 

i7 and therefore the rules of the game have been 

18 changed for us. 

19 COMMISSIONER GIBSON: Would you care to 

20 Say anything about whether or not you regard ib 

21 a fixed. exchange rate as inappropriate for Canada 
22 as a long-range measure or whether you think we should 
2 do whatever seems most appropriate in the circumstances? 
24 PROFESSOR NEUFELD: Weil; I think we should do 

25 whatever we think is apyrcepriate in the circumstances. 
26 | As to what those circumstances are now and are 


27 likely to be, my feeling is that they are not likely, 


28 in a balance of payment sense, to be very different 


29 in the near future than they have been in the near 


30 past. This may subsequently prove to be an incorrect 
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forecast, but in view of this feeling I think that 
Canada would have been better to have persisted 
with its floating exchange rate than to move back 
to a fixed exchange rate. 

To my mind it is a fact -- and this is 
a fact I think that other countries simply refuse 
to believe -- that Canada's balance of payments 
position changes very quickly, particularly on 
capital Seccane and that we do have massive flows 
of capital across our border, that this is the result 
of our living beside an economic giant, and that 
unless something happens to tame this capital flow, 
perhaps exchange controls or complete disillusionment 
of the foreign invester in Canada, or some other 
Sie unless something happens to tame these 
capital flows, it would be exceedingly difficult 
for Canada to maintain a fixed exchange rate. 
Therefore, I would have hoped that we could have 
used market forces to move to a dollar discount 

and to maintain a floating rate 
of exchange. 

I believe we encountered trouble with our 
floating exchange rate after we did things which 
ceased it from being truly a floating exchange rate, 
when we started arbitrarily to interfere with it 
by public speeches, by using the’ exchange fund account 
for other than short-term stabilization purposes. 
Then, in the final analysis, we fixed it. Butl 
think, if we can assume that capital flows across 


our border are going to be large and unpredictable, 
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it will be very difficult for us to maintain a fixed 
exchange rate. 

There is another danger and that is that 
once you fix a rate, even though the International 
Monetary Fund has provision for changing it, it seems 
very difficult in this day and age to change it. In 
looking to the period of the next two or three years, 
I think the Canadian dollar is under-valued, and 
because it is under-valued but nonetheless fixed, and 
is difficult to change once it is fixed, there is a grave 
danger that we will correct that under-valuation by 


domestic inflation. 
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This I would regard as one of the really serious problems 
that the policy-maker is going to have to face in this 
country in the future, and that is to adjust himself 
to the fact of the fixed exchange rate, and one of 
the facts at.present is that the fixed exchange rate 
may well be undervalued, and that one way or another 
it will have to be made the paene value, either through 
domestic inflation or by taking the initiative and 
revaluating it upwards some time in the future. | 
COMMISSIONER GIBSON: Are you satisfied 
that. the free market produced the right value on 
the Canadian dollar in the period from, say, 1958 on? 
PROFESSOR NEUFELD: No, I don't think 
that the free market -- 
COMMISSIONER GIBSON: "Right" in the sense 
of most in the interests of the Canadian economy to 
meet these various objectives which you mentioned? 
PROFESSOR NEUFELD: Well, I think I can 
see one of the difficulties that arises, when 
one talks about a free or a floating rate of exchange. 
One doesn't really mean that in the full sense of 
the word because monetary policy can even then influence 
Lt. I would say that the market did not produce 
the right rate of exchange from 1958 on until recently, 
but that it did not produce it because of incorrect 
monetary policy impacts on the capital market. I think 
that the market itself has done a remarkably good job 
in managing our exchange rates. . 
The fluctuations of the exchange rate in 


the free market have been really quite small apart from 
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the massive changes that occurred for non-market reasons. 
Our interest rate structure was such as to invite 

very substantial highly interest-sensitive capital 

to come into Canada and thereby produce 

an exchange rate which was not approoniene for Canada's 
economic circumstances, 

COMMISSIONER GIBSON: You felt then that 
had they had what you thought was a proper monetary 
policy being pursued that we would have had a more or 
less appropriate exchange rate? 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER GIBSON: You don't feel that -- 
and you did earlier refer to the problems of living 
beside a giant -- you don't feel that there are certain 
lags and certain rigidities in the views that investors 
in our next door neighbour's country may have from time 
to time, and perhaps they are not too sensitive to 
our economic affairs and may not respond very promptly 
to economic movements. I am not expressing an opinion; 

I want to hear what you think about it. 

PROFESSOR NEUFELD: Yes, I have heard that 
said. For example, people talk in terms of psychologica 
barriers in the movement of the rate, and when the rate 
moved too far, people said that it wouldn't break through 

sks because there is a certain barrier there 
in the minds of the traders. ~ 

This may be true, but the reason why I don't 


place particular emphasis on that kind of influence is 
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that throughout this period there decidedly was an 
interest incentive for capital to come into Canada. 

I think if we had removed the interest incentive and then 
still-had the persistence of the capital inflow, 
there would have been strong evidence to suggest that 
non-market and perhaps irrational forces were 
influencing the rate of exchange. I think during 

this Sevicasanen the gap between the United States 

and the Canadian interest rates was persistently 

well in excess of one-half of one per cent, that there 
was adequate interest incentive for Canadians to borrow 
in New York or other American investors to invest 

in Canada pay securities. 

COMMISSIONER GIBSON: But there were other 
capital movements during this period, and I wowldn't 
call them non-market or non-rational; they probably 
made good sense in the terms of the people who were 
making the decisions, There was a big inflow of 
direct investment in the purchase of assets 
during a good part of this period and which was a 
very substantial proportion and perhaps acted in a 
manner that didn't fit Canada's immediate economic 
interests and yet may very well have fitted the interests 
of the people who were making the investments. Do 
you recognize the existence of this sort of problem? 

PROFESSOR NEUFELD: Yes I do, and I asked 
myself the question, how much of the capital inflow 
is interest sensitive? I would think that direct 
investment in Canada is not interest sensitive. I 


think that the flow of securities is. 
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We have on several occasions, in several 
years, 1957 and again in 1959, had substantial borrowing 
by Canadian provinces and municipalities in New York. 
This reached levels which I think had a major effect 
on the rate of exchange. Also, I think -that the 
swing in that account should not be oride dest itabea 
because it is possible for that account to move not 
merely to zero but to a substantial minus through 

redemptions of securities. Therefore I would think 
that there is a large volume of interest sensitive 
capital which would have reacted to a reduced 

gap between Canadian and United States interest rates, 
although I certainly agree there is a good part 

of the capital inflow which is not so sensitive. 

I would hope that we would not need to go to the position 
where we cut off capital. I think that whatever 
capital comes into the country in response to views 

of investors as to profit opportunities should be 
permitted to come in. 

COMMISSIONER BROWN: There is quite a large 
bit of inflow, too, ‘because of the tax situation in 
the United States? 

PROFESSOR NEUFELD: Yes, certainly; inflow 
into non-resident funds. 

COMMISSIONER BROWN: And into privately 
néld real estate. 

PROFESSOR NEUFELD: And into privately 
held real estate. I can hardly : 


regard this as interest sensitive, I wouldn't think 


it was very interest sensitive. 
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D COMMISSIONER GIBSON: Do you think we 

3 should look to solution or possible solution of this 

4 problem of flexibility in the interest rate towards trying 
5 to get a widening in the I.M.F. arrangements, a 

6 widening of the margin of variation? Do you think 

7 that such an effort should be made and would be worth- 

8 while from the Canadian point of view and, secondly, 


9 do you think we would have any chance of achieving 


10 such an objective? 
11 

PROFESSCR NEUFELD: I think that a 
7 widening of the limits wouldn't be very useful, because 
: I think that these limits are useful primarily to permit 
7 speculators to speculate against the currency. As 
15 


long as a speculator can see that there is a limit 
to the movement of the rate in certain directions, 
he will have _ unsettling effect. 

Uniess one thinks of a substantial broad- 
ening, for example, a movement of the rate of exchange 
7 or 8 per cent in either direction, unless one thinks 
of that kind of a limit, I don't think it would be a 


very useful thing for Canada to try. 


COMMISSIONER GIBSON: It is one per cent 


now, plus or minus? 
PROFESSOR NEUFELDs Yes. 


COMMISSIONER GIBSON: What about 5 


percent? 
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1 PROFESSOR NEUFELD: I don't think so. I 
- would think that it would give the speculator in hot 
money much more incentive to move. 

4 ‘I think if you are going to have a limit 
5 as such that it must be a very narrow limit, and that 
if you wish to compromise by using a fixed rate and 

a floating rate,|.” - there is no happy ground in 
between; I think it must be a very Ras nec eee or 

9) no limit at all. 

6 COMMISSIONER GIBSON: The British have 

11 managed to work under this system, and while it is 

12 true that their capital problems, their international 


capital problems are different from ours, but they 


14 are exposed to big movements and they manage to 
15 work on the one per cent reasonably well. 
16 PROFESSOR NEUFELD: I think that my argument 


17 hinges on the size and volatility of capital flows. 

18 If it were decided in the long run that we wish to 

19 maintain a fixed rate, ue view would be that we should 
20 then take supplementary measures to control capital 
flows, exchange controls of some kind. 

% Now, I admit frankly Ttuiseilaene. end 

25 a matter of judgment; that capital flows, we know 


from our 1950 experience, or even earlier on, we know 


a from our experience this year, that capital flows 
> can certainly be overwhelming. We can say that 
a7 this will not happen again in the future or that with 
28 || 

a sufficiently large exchange reserve perhaps we could 
“4 have overcome this speculative problem. I can only 
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say from all the things which I have seen that I have 
come to the conclusion that our capital flows at 
various times in the future will once more be over- 
whelming, and that we would be better to have a floating 
exchange rate than a fixed exchange rate to meet these 
capital flows. 

I might say that at present we are placing 
a very substantial burden on interest rates to offset 
these capital flows. We really now find ourselves 
in a position where the only technique we really have 
is to change the amount of reserves and to use interest 


rates. I don't think that in view of the size of the 


capital flows that interest rate technique is up to it. 
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1 COMMISSIONER GIBSON: You don't think 
2 a marked improvement in our liquidity, in our 
3 reserves,would be big enough to give us the amount 


4 of leeway that we might need? 

5 PROFESSOR NEUFELD: I don't think so, 

6 because I think that while one could see our reserves 

7 Bulituup co. 2s, to 3°billion, maybe 3.billion 5, 

8 I think that ycuwoclld still occasionally have -- 

9 it is not merely the possibility that our reserves 

10 will run out; it is also the kind of market conditions 
11 that are created when there he pressure on the 

42 reserves in one direction or another. I suspect the impact 
13||\0on the market. and market psychology, on the attitude 

14 of foreigners towards Canada, would be as great 

15 7 he eS reserves moved from 3,000 to 2,000, than if 

16 they moved -- as they did -- from just around 2,000 down 
17 to. 1,000. I think both would be an indication 

18 that something was wrong, so I think that the solution 
19 dees not lie entirely in simply building up 

20 our reserves of exchange. 

21 COMMISSIONER GIBSON: You have expressed, 


22 Professor Neufeld, a good deal of faith and 


23 confidence in the working of the "price of the 

24 market" system. Now, this is the only area where 
25 I detect any doubt; the external relations. You 
26 suggest the possibility of exchange controls in 
27 dealing with these capital inflows from time to 
28 time. . 


PROFESSOR NEUFELD: Yes. 


29 
= COMMISSIONER GIBSON: Is that the only 
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qualification, major qualification, which you would 
have in your emphasis on the marketplace? 

PROFESSOR NEUFELD: Are you eat te 
your views to the balance of payments position? 

COMMISSIONER GIBSON: No, I was thinking 
of the workings of monetary policy. 

PROFESSOR NEUFELD: It is not, really; 
there are several other areas. I would say, though, 
that while I mentioned that one would have to go 
to exchange controls, I think, if one wished to remain 
with the fixed exchange rate, that my preference -- 
as I mentioned before -- is not to resort to 
exchange controls and I would regard it as a very 
grievous error on the part of Canada if we were 
to do that. But I do have some other reservations 
about the mechanism of prices. All of this I think 
arises from fundamentally the same reason, and 
this is that there are times when sheer optimism -- 
not always justified -- creates capital flows which 
could become de-stabilizing. I have mentioned in 
several other places in the brief where I think that 
there are times when businessmen simply become too 
optimistic about the returns that they are going 
to get from the capital they are putting in place, 
and I think that there are times when the consumers 
really pay no attention to what credit is 
costing them in fulfilling their desires for 
consumer durable goods, and I think what one is really 
Saying is that,certainly in the first case -- not 


sO much in the second -- but in the first case what 
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one is saying is, "Well, there is a possibility that 
the price mechanism isn't working, because why would 
a Pe TAR AanAT put capital in place on which he will 
in the end get a rate of return which is not adequate?" 
and yet we have seen, I think, that this has happened. 
Then I would say because of this we may have to use some 
supplementary techniques and that is why I think there 
are times when we have to supplement the market 
techniques of monetary policy with techniques such as 
variable depreciation allowances, which in fact is a 
change in the corporation income tax, in order to ensure 
that optimism:doesn't get out of hand. 

Now, I wouldn't regard this as a continuin 
need because I think that year in and year out the 


investment decisions of business are reasonably good 


and satisfactory, but I think they can become somewhat 


overly optimistic and that on those occasions the 
country can suffer as a result of mistakes made by 


business. 


COMMISSIONER GIBSON: Thank you very 


much, 


COMMISSIONER BROWN: Before we leave 
the exchange situation, you mentioned the problem that 
arises when reserves were down from $3 billion to 
$2 billion, or $2 billion to $1 billion, and I think 
it is in these directions that most people think 


of problems in exchange. 
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Would you care to discuss the problem 

that arises when pressures are built up in the other 
direction and you are faced with maintaining a fixed 
exchange rate and you. have to find the money to 
pay for this and what this does to the interest 
rates? 

PROFESSOR NEUFELD: This is a very serious 
problem and I would regard it as just as serious 
as pressure on the dollar downward. In 1950 we 
had pressure on the dollar upward and we at that 
time used several expedients to finance the capital 
inflow. Arrangements were made to sell securities 
directly to the banks, which had an instantaneous effect 
On the supply of money. In the end we even financed 
through the Bank of Canada, because the Bank of 
Canada began accumulating foreign exchange on its 
own account and this increased the cash reserves 
of the banking system and produced, therefore, in 
this case multiple expansion of the supply of 
money, So. we know from experience that financing a 
capital inflow, particularly when there has been no 

warning that the capital inflow is coming, 

can begin to interfere directly with our objectives 
of maintaining monetary stability, and this certainly 
is something that has to be kept in mind. 
The other problem is this, and it is ina 


sense the danger to which I referred 


earlier, that ifyou have an upward pressure on_ 
ay 


the rate of exchifite, I think the first reaction 


of the policy-maker will be to try to sit it out. 
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It is not easy to go to I.M.F. and say, 
:"Let us move the rate up a bit, and Sante) HAE more: 
and so on, But what we are really saying when we 
Say that we will try to sit it out is that « 
. we have to finance the inflow and this may 
be inflationary; it may be that the pressure on the 
dollar reflects a basic change in Canada's 
comparative costs with other countries. Now, to 
prevent the exchange rate under these circumstances from 
moving up might mean that the steam that is being 
built up will be let off by domestic inflation 


and not by a break in the exchange rate. 
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1 So I would think that both the problem: of financing 
2 an increase in foreign exchange mldings and the 


2 definite possibility that we will move toward the 


4 adjustment by domestic inflation constitutes serious 
5 problemswhen there is an upward pressure on the 

6 rate of exchange. 

7 COMMISSIONER LEMAN;: Professor Neufeld, 


8 even if the rate is not floating it can be changed? 


9 PROFESSOR NEUFELD: The rate can be Beweed 
10 I think that we now have moved into a world where 

11 changes in the rate of exchange have become a matter 
"9 of national pride rather than a matter of economic 


13 reality. For example, I think at the present the 


14 reason why there is a good chance for the American 

15 dollar to remain stable is because there is going 

16 to be relative inflation in Western Europe. 

17 Ideally what one would have expected under 

18 these circumstances would have been that the American dollar 
19 would’ have depreciated and Europe would have been 


20 Possibly able to maintain their price levels. That 


21 is not what is going to happen. What will happen 

22 is that you will have relative inflation in Western 

23 Europe because everyone feels that they must maintain 
24 exchange rate stability. This is an institutional 
25 rigidity, I would say, and presumably if economists 

26 were in charge this would not be a problem, but I 

27 think one must face the fact that economists are 

28 not in charge. Q 

29 COMMISSIONER BROWN: I wonder if I could 


0 just switch to a slightly different aspect of this 
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thing. In our hearings we have had many interesting 
discussions about the Sr Peeeiverndas of monetary 
policies, fiscal policies and debt management. We 
find monetary policy administrators are not too 
optimistic about the effectiveness of monetary 
policy, and think that fiscal policy would be more 
effective, and fiscal policy people think that the 
real effectiveness Ores in monetary policy. You 
are objective in this in that you are looking at it 
from outside and not having to administer either. 
Can you discuss just how effective these are? 

PROFESSOR NEUFELD: Well, I would begin 
by again saying that I think that I prefer to think 
of them all as one policy, because I think you can 
argue that the Minister of Finance too can affect 
the supply of money, and one can argue that the 
central bank too can have an influence on the pudget, 
and that debt management also is intimately related 
with monetary policy. So that in an operational 
sense, quite apart from common objectives, I 
think it is very difficult to distinguish between 
the two. 

I think what one must ask ones: self is 
not whether monetary policy is effective, or whether 
fiscal policy is effective, but rather whether 
the techniques which are designed to move interest 
rates are effective, whether this is through debt 
management, through monetary management and so on. 
This is the way I prefer to look at it. 


I would say that if one assumed that what 
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monetary policy does primarily, but not exclusively, 
and it is not unique in this -- if monetary policy 
primarily moves interest rates and alters credit 
conditions that the effectiveness of monetary 
policy can be discussed from that point .of view. 
My feeling is that the real significance now to 
remenber about interest rate movements; movements 
Which also affect availability of credit, affect 
market expectations, affect business expectations, 
is that all these factors enter into the marginal 
price decisions 4n millions 8 transactions, and 
that while one cannot see the effect of this on 

any individual transaction, one really has not got 


any conclusive proof until one can sum up the 


effects on a million transactions, This is something; 


while it is not unique to monetary policy, 

is very important, and perhaps more important in 
respect of monetary policy than it is in respect of 
other types of policies. 

Now, to what extent can one say that it is 
in total very effective? I think again what one 
must remember is that ite ineffectiveness in the past 
has been based in part on the limitations of the 
money managers. Whether it will be effective in 
the future will depend in part on what assumption 
we can make in respect of the qualities of central 
Been. My opinion is that money management is a 
very new technique. I think we did not use Lt: until 
the 1950's. We didnot use it in the 30's and we did 


not use it until*: the early 50's because we managed 
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interest rates. We did not manage the supply of money. 
For this reason I would think one should 

not get too pessimistic and say that the reason that 

monetary policy, and therefore, interest rates and 

credit availability, does not work is because of the 

limitations of the people that inevitably will 

have to work the machine. If we assume that we will 

have reasonably competent people working the machine 

then my instinct is, based I think in part.on watching 

the reactions of people who were caught in tight money, 

monetary policy can have a substantial effect on 

the movement of the economy. I would say it works 


tnaroucn. the influence on, cost_of. credit, ,on.the 


return on savings, on the ease with which credit 


can be attained, on the fact that institutions are 


reluctant to lend if they have to take capital 
losses, on the fact that some of them simply will 
not, after the experience of 1920's, charge 
exhorbitant interest rates on mortgages so lending 
is simply cut off at certain levels, and on the fact 
that expectations are generated, as well as on the 
fact that businessmen who hold big inventories look 
not at the marginal interest costs of carrying that 
inventory, but entertain the possibility that bankers 
will tell them that they will not have any loans 
at all. 

Because of all those things my own 
feeling is, and if you press me I would 


embarrassingly have to say I cannot 
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quantify it,because of all this I think monetary 
policy has a very substantial role to play. 

COMMISSIONER BROWN: How about fiscal 
policy and debt management? 

PROFESSOR NEUFELD: Well, fiscal policy 
has two types of roles to fill, in a way. One where 
it directly, in a mechanical way, supplements monetary 
DOLICY. 

I think one of the substantial difficulties 
in respect of monetary policy is that it is too 
inflexible in this sense of the word, that if you 
feed out too much money during a recession you might 
find that economic conditions change and you want to « 
get some of it back. For the Bank of Canada to try 
-to get all this back cimough the narrow channel of 
the capital market will, in a very short period of 
time, exert much too much pressure on the capital 
market. In the end it would be possible, but I think. 
4t would create distortions and chaos to a degree 
which would not be desirable. Therefore, I think 
if we want to have a degree of flexibility in the 
operation of the central bank we must also have 
available to the central bank the possibility of the 
budget gathering in of some of this liquidity 
through a surplus and through leaving that surplus 
idle in government accounts with chartered banks. 
Therefore I think fiscal policy can help monetary 
policy quite substantially. + 


The other role I think that fiscal policy 


must play -- two parts of a role, really -- is first 
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1 to provide the mechanism for distributing the cost 

2 of instability. I do not see how it can possibly 

3 be done through monetary policy or any other technique. 
4 I think fiscal policy must be of a kind which ensures 

2 that whatever costs -- social costs, are created by 

6 economic instability will be borne equitably. This 

7 involves the correcting system of unemployment 

8 insurance in particular, and perhaps other techniques. 


9 Also fiscal policy I think has a very 


10 important role to play in ensuring that there is 

11 some sort of balance between the capital stock 

12 that is built up in business in the private sector 
13 and the capital stock that is built up in the public 
14 sector. iI think we have to face the fact that a 

15 significant portion of our capital stock now is 


16 public capital stock. Only fiscal policy can ensure 


17 that it is adequate. 

18 I think another thing to remember is that 
19 public capital stock might be highly productive. 

20 The rate of return, if you could measure it, of some 

21 public capital projects might be very high indeed. 

Wy) Therefore, not only is it desirable for the public 

23 capital stock to be maintained, it might on certain 

24 occasions be highly necessary if rates of growth are 


25 to be maintained. 


26 As far as debt management is 
ai concerned, I am relatively skeptical about its 
28 usefulness as a technique. 


29 I think if one defines debt management 
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as an attempt to change the yield curve, that its 
usefulness in this respect is very restricted. I 
would not eliminate it. I would think that if there ° 
are conditions when it would be desirable for 
debt management to push up interest rates on the 
long end or short end, then by all means use it. But 
I do not think this is a major contribution. 

I think the major contribution that 
debt management can make is to stay out of the hair 
of monetary policy by not permitting debt to get 
too short, and by making sure that debt is managed, 
new issues are floated,in a way which does not involve 


the central bank in massive monetary expansion. 


There might be just one matter of definition. 
When one says fiscal policy should mild up a surplus 
and should keep it idle, one might feel that is 
a technique of debt management, because the alternative 
would be to redeem some of the debt. I think in 
‘that sense it is questionable whether one is 
thinking of fiscal policy or debt management that is 
helping monetary policy. Apart from the use of that 
technique to change the liquidity of the general 
public I do not expect very much from debt management. 
COMMISSIONER MACKINTOSH: May I interject 
a question here, Mr. Brown. You mentioned the 
aid to monetary policy under certain circumstances 
of a budget surplus, stérilized, if you will, in 


government accounts. Now, in the early period you 
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were speaking of, 1955 to 1957, you suggested that 

too big a burden was put on monetary policy, and 

my recollection is that you had then a substantial 

budget surplus. Now, why was too much left to 

monetary policy? Wasn't monetary policy in a favourable 

condition operating against a budget surplus? 
PROFESSOR NEUFELD: I think for fiscal 

policy to be sufficiently stabilizing it would 

probably require a greater increase in surplus than 

that generated by the tncene growth of the boom, 

and that it would require changes -- substantial 

changes in tax rates to be fully effective. That 

I think was the failure of fiscal policy in that 

period, and the other failure was that it was not 

used to control those few sectors which were unusually 

volatile, The resources industries 

went ahead with no apparent restriction. I think 

it is in that sense that fiscal policy failed. 
Monetary policy carried too much of a 

burden in part because it created some of the burden 

by not becoming sufficiently restrictive soon enough. 
COMMISSIONER MACKINTOSH: But wouldn't 

you consider that a budgetary surplus in that 

period was simply used to redeem debt and feed it 

into a capital market to promote further investment? 
PROFESSOR NEUFELD: Yes, quite right. 
COMMISSIONER MACKINTOSH: And that the 

idea that a budgetary surplus is deflationary and 

a deficit is inflationary has not.very much in it 


until you find out how the surplus and deficit are 
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to be used in financing? 

2 PROFESSOR NEUFELD: Yes, I agree fully. 

3/ I think that while a budget surplus which is used 

4 to redeem debt will on. balance be. deflationary, 
5 I think its deflationary impact will be multiplied 

6 if instead of redeeming debt it were simply left 

7 idle. That was not done. It should have been done. 

8 COMMISSIONER MACKINTOSH: Thank you. 

9 COMMISSIONER LEMAN: Professor Neufeld, 

10 the phrase you used: distribute equitably the cost 

11/ of the instability that we cannot avoid, would 

12) you extend that concept also into the field of 

a equitable distribution of the cost of the stabilizing 
efforts that are made? ° 

15 | PROFESSOR NEUFELD: I think perhaps you 

16| have in mind the fact that stabilization policy may affeet 
17 iy certain people. more than others, am I correct 


18 in that? 


19 COMMESSIONER LEMAN: Yes, ‘that is it. 
20 
21 PROFESSOR NEUFELD: I suppose one should 


22 first ask whether that is indeed the case; whether 

23 monetary policy is discriminatory in an undesirable 

24/ fashion. If it is I think that the capital market 

“aa should be so improved that it is not discriminatory. 

4 I must say that in spite of all the eriticism one 

od has heard about monetary policy, for example, impinging 
rather heavily on small businesses, lL have not really 
seen any convincing evidence to that effect. Studies 


in the United States relating to businesses borrowing 
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from banks by size of business do not suggest 

that there was discrimination against small business. 
I suspect that precisely the same thing is true 

of Canada, although I have not seen studies of 

that kind in Canada. So , I doubt that all the 
charges of discrimination are correct. But, in 
Principle, I woulds say that if:.it: can. be-~shown: that 
monetary policy is discriminatory in an economic 
sense of the word, then it should be remedied. 

I would prefer remedying it through removing 

the rigidity causing the discrimination rather than 
by Bee tei anaivecutrois: 

I would like to point out that the 

fact that monetary policy affects some people more 
than others cannot be necessarily viewed as a 

case of undesirable discrimination. I think that 

if monetary policy works well it will be of:a kind 
which does cut out the less productive man: first. 

It will inevitably hurt some people more than 

others. I hope it will work in such a way that it 
will cut out the man who, while he can use the money, 
really cannot use it very productively, and that it 
Will leave the money with the man who has a highly 
productive enterprise in mind. 

I admit I have not answered your question 

except to say in principle that if there is 

Rehrt mination of a kind which permits less efficient 
production to go forward and more efficient production 
to be halted, then I would say, by all means, introduce 


measures which will remove it. 
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COMMISSIONER BROWN: Would you discuss 
that on a regional basis in the same sexga tas we 
have been told that in various areas of the country, 
that the particular areas at no stage got into 
a boom condition and, therefore, when oecaes 
policies were adopted which tightened things up, 
it was not a question of them having a boom cut off, 
but a question of them being sterilized even more 


than they had veen before? 
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1 PROFESSOR NEUFELD: I think it is highly 
2 undesirable to mix regional economic development 

3 policies with stabilization policies. ni think what 
4) we should do is to decide what regional economic 

5 development we want to have and permit regional 

6| economic development policies to go forward on an 

7/ even basis, whether there are conditions of boom or 
8| conditions of depression. 

9 i do not think we should use aggregate 
10! stabilization policies to exempt certain regions in 


11/ the sense either of pushing them ahead more quickly 


12 during period of expansion than is the case in other 


areas, or to be more easy on them than we are on 


14) other regions during periods of easy money. 

15 I think the effect of an attempt to have 

a regional monetary policy -- and one cannot have 

17 a regional monetary policy in all senses of the word 
18 "pDolicy’; to the extent that we could, it. may well have 
19) the effect not of helping tnose regions with their 

20 economic difficulties, but merely permitting certain 
21 companies to go forward who do not have problems in 

22) the regional sense of the word. I think the other 

23 thing to remember is that it is conceptually a mistake 
24 to regard an easy money policy in a regionally depressed 
25 area as being non-inflationary, if there is inflation 


throughout the rest of the country. The effect of 


27] this, surely, would be for the depressed regions to 
a5 buy more goods from the regions that are experiencing 
high employment and inflation, and therefore to con- 


—S0 tribute to the inflation which is already occurring 
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1) in those regions. 

2 One can sort of look at it from a regional 

3] palance of payments point of view. If the Maritimes 

4| were permitted to go forward full speed during inflation, 
5| the Maritimes vis-a-vis Upper and Lower Canada 

6) would Recion a trade deficit, and this would be 

7| anflationary for Upper and Lower Canada. 


8 But I do think that what one should do is 


9) start with a regional economic policy, stick with it 


10| whether you have recession or inflation, and not use 
11| economic stabilization policy; that is, not permit 
12|| economic stabilization policy to detract from or 


13) add to that basic regional policy. In seyeral senses 


14 you cannot have regional monetary policy in any case, 
15| because debenture borrowing in these regions Lsu done 


16| to a substantial degree in this part of the country, 


18| The only way I can see where you could have a regional 
19 monetary policy is to issue directives to the bank 

20| managers of those regions and say, "You can lend all 
21| the money you want to lend". I think this would be 
22 undesirable, as I say, in part because it would not 

23 help those regions in overcoming their problems; and 
od secondly, I think it would be asking the regional 

25 manager to make judgements which are quite foreign 


26| to his position as a banker, and I do not see why 


| this should be done. 


28 | COMMISSIONER BROWN: I was thinking more in 
29 | the context, is this the type of rigidity which you 


— 30 consider should be resolved py fiscal policies? 
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1 PROFESSOR NEUFELD: It should be resolved 
2| entirely by fiscal policies. 

3 COMMISSIONER BROWN: In discussing debt 

4) management you mentioned one thing that the debt 


5) manager should do; that is, to try to avoid shortening 


6| the debt. Would you discuss the concept of varying 


7 the maturity of the debt? Would there be occasions 
g| when it might be desirable to shorten the debt in 

9 order to increase liquidity, in the subjective sense 
10| of liquidity? 


11 PROFESSOR NEUFELD: I think that there 


12| Would be periods when it would be desirable to shorten 
13 the debt -- I think we have gone through such a period -- 
14|| if only to shorten the debt after lengthening it in 


15 the conversion. But I really wish to suggest that 


16|| I do not think we should shorten it so much that it 

17| Will cause trouble for monetary policy in a subsequent 
1g|| period. 

19 I think that the general principle that 


20 there are times when you just should not borrow on 


21 the long market and there are other times when you 


92|| should try to borrow all you can on the long market 
93| is a reasonably good concept. My feeling is that, 
94|| While in principle there are times when you could control 


25|| liquidity that way, in practice the leeway which you 


96| have, if you do not want to interfere with monetary 
27 policy, is somewhat restricted. I would prefer, 
98 rather, to handle the problem of decreasing and 


~ 


29| increasing liquidity through what I mentioned before, 


30 the building up and tearing down of government balances 
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with the chartered banks. 

COMMISSIONER BROWN: Can we read into your 
words that from the point of view of debt management, 
borrowing should be done to fit the maturity, 
irrespective of interest ea ee of cost 
in the form of interest rate? 

PROFESSOR NEUFELD: I think there are many 
times when government is faced with having to market 
a new issue, when it is quite proper for it to borrow 
at the least cost. I think there are conditions when 
there probably is not any significant conflict between 
debt management and monetary management, in terms 
of the range of the market to which the government 
decides to appeal. I think that a general principle, 


that one general principle, of the debt manager still 


should be to minimize the cost of the debt. 


I do think there are times, however, when 
the debt ana eer can well place this principle aside 
for the moment and say  that,"while it might be a 
bit cheaper to borrow in the long end of the market, 
in fact we think it might cause a degree of indigestion 
in that end of the market, which would make it difficult 
for the provinces and municipalities to borrow; there- 
fore we will stay with a short loan even though we 
may have to pay somewhat higher rates by turning it 
over in the short end of the market for two, three or 


four years. 
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I do not have a dogmatic view on vy DULL 
as a general rule I think the debt manager should 
minimize the cost of the debt. I think it is 
Good discipline for the debt manager to look at his 
task in that way. But I think there are times when 
he can set this principle aside for the moment because 
of the effect that his operations may well have on 
other borrowers. 

COMMISSIONER BROWN: Mr. Chairman, I have 
some more questions on this Subject. Wssthis «a 
convenient time to adjourn? it 

THE CHAIRMAN: Yes. We will now adjourn 
until 2 o'clock. 


--- Luncheon adjournment. 
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--- Upon resuming at 2.10 P.M. 


THE CHAIRMAN: Gentlemen, we will now 
resume, 
| COMMISSIONER BROWN: I wonder if you would 
refer to page 17 of your brief, Professor Neufeld, 
and to the first sentence of the main paragraph in 
the middle of the page where you say: 
> Monetary policy has been too inflexible 
in the sense that the range between 
monetary ease and monetary restriction 
within which it has operated over 
the business cycle has been too 
narrow, " 
Do you mean by this that it has acted by nudges 
rather than in greater amounts, or has this been an 
effect of a fixed exchange rate? 
PROFESSOR NEUFELD: I think they have 
reacted in a nudging eas of way in part because 
they fear that if they reacted more it would be diffi- 
cult for them to correct their position when economic 
conditions changed. 
COMMISSIONER BROWN: I wonder if I might 
interrupt you for a moment to ask the stenographer 
to change the last words of my question. I said 
"Fixed exchange rate" when I should have said "fixed 
bank rate". 


PROFESSOR NEUFELD: That changes 


ry answer a little bit, I think, in the sense 
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that it properly focuses attention on the fixed 
versus the variable bank rate,but I would say, on 
the one hand, they have been inhibited in using 
control mechanisms because, being prudent people, 
they have to take into account the effects of their 
actions if economic conditions change. I think that 
to control the supply of money only through the 
channel of the capital market limits the extent to 
which they can vary it over the cycle, 

With respect to the variable bank rate, 
I think this too has resulted in a certain timidity 
on the part of central bank action over the cycle. 
I think one of the advantages of a fixed bank rate 
is that it can influence expectations relating to 
interest rates in a way that open market operations 
never can. If, for example, during a period of 
increasing inflation the central bank made decisive 
moves in the bank rate, then this could begin to 
generate all kinds of stabilizing expectations 
without their having moved very far yet with respect 
to money supply. 

So,° I. think it’ is quite true -- at least, 
I would say that monetary policy has been inflexible 
because of the fear of not being able to offset 
expansion so far as excess money supply is concerned, 


and also because the bank rate was not used. 


COMMISSIONER BROWN: On the previous page 


at the top -- and this is part of your recommendation 
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i Minister of Finance should be responsible for monetary 
2 policy, fiscal policy, debt management and the exchange 
3 rate -- you include a recommendation that the Bank 
4 of Canada Act be amended to give the Minister of 
5 Finance authority to issue directives to the Bank 
6 of Canada. I would like to hear from you, first, 
7 a discussion of just how you think these directives 
8 would work; when would they be issued; how often would 
9 they be issued? It has been suggested to us by 
10 some people that this might be done at regular intervals. 
it Should they be issued only when a conflict develops? 
- What sort of directives should be issued? Should 
- the directive be a public document or should it be 
‘4 laid before parliament after a certain length of time? 
4 Would you go into this a little more fully for us? 
- PROFESSOR NEUFELD: Yes. I would not regard 
ee the issuing of a directive as being the usual type 
- of relationship that would exist between the Minister 
of Finance and the poveraor of the Bank of Canada. 
20 


I would regard it as a most unusual event. I would 

21 expect that under most conditions that one can conceive 
22 of the central banker would, in fact, be devising 
23 policy and implementing policy, and that the government 
24 would, by not interfering, in fact, be declaring 


its agreement with this policy, and that only 


ab after there was distinct cleavage of opinion as to 
a what basic policy should be -- policy relating 
8 

to money supply and interest rates, and, perhaps, 
, 


the nature of the Bank's operations in the market -- 


should such a directive be issued. I would hope 
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that the central bank could go on for many, many 
months without ever rec€iving a directive from the 
Minister of Finance. 

Now, as to the nature of the directive, 
as to whether it should be made public, I would 
think that it should be made public because I can 
conceive each issuance as being a most unusual event 
of which the: public should be aware. 

I would not expect that it should necessarily 
lead to a change in the governorship of the Bank of 
Canada, because I think that the system must be 
sufficiently flexible to allow for the vagaries of 
personalities. A certain central banker might 
feel strongly about something which another central 
banker would not consider to be very important. MThere- 
fore, I think the issuing of a directive should not 
be regarded as a prelude to the resignation of 
a governor. It could be, but it should not necessarily 
be so regarded. 

It should be published, I think, because 
it would be an unusual event. 

COMMISSIONER BROWN: Should it be published 
at the time, or should there be some provision for 
its appearing in the Gazette after a certain period 
of time? 

PROFESSOR NEUFELD: In the event of a 
directive being issued -- a directive which does not 
lead to the resignation of the governor -- I see no 
reason for it to be published at the time. I think 


that it should be published along with the other 
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1 major central banking policy decisions which the 

2 Bank of Canada itself might be making, if only in its 
‘ annual report. It would, naturally, be a policy 

4 decision. My view is that policy decisions made even 
5 by the central bank should be published, preferably. 
6 in the annual report. But, the directive should not 
7 | necessarily be published at the time it is issued. 


8 It could lead to destablizing expectations. 


9 I think if it is a sufficiently serious 
10 matter and leads to the resignation of the Governor, 
11 or if the Governor regards it that seriously, then 


12 inevitably it would become public knowledge. 


13 COMMISSIONER BROWN: With regard to your 


14 concept that the Minister of Finance should be 


15 responsible for these aspects of economic stabilization 

16 do I read into that that your recommendation that 

17 in times of budget surpluses the government deposits 

18 in the chartered banks be left there as being just 

19 a flexible suggestion, or is there some rigidity 

20 that you want to put on themmag;ement of the system? 
PROFESSOR NEUFELD: I would say it shoula® 

be entirely flexible because -- this is a cliche -- 

different cycles are different. Under some circumstances 

it might be quite appropriate to use the surplus to 

retire certain debt. It depends in part on the 

strength of the inflationary pressures that the 

country is experiencing. But, what I would say is 

that I think the possibility that they might be 

left idle should be one that should actively be 


considered. It should be recognized as a technique 
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which is available, and which will be used if 
circumstances warrant it. My emphasis is on the 
flexible use of different kinds of technique under 
different economic conditions. 

COMMISSIONER BROWN: In other words, you 
visualize circumstances where this has accumulated 
shortly after a period of government deficits -- when 
deficits had built up -- in which this can be used 
to reduce the deficit through offsetting actions by 
the Bank of Canada? 

PROFESSOR NEUFELD: There are timeswhen it 
should be used in that way, but there are times when 
it should not. The effect of it would be that after 
balances are built up succeeding deficits could be 
financed out of those balances, and that would 
preclude an increase in the public debt during a 
period of recession. I do not think for one minute 
it would be sufficiently large for financing ail 
the deficit at all times, but I think to some extent 
it could be viewed as reducing the need to increase 
the debt in a period of recession. 

COMMISSIONER BROWN: Which is going to 
be easier for the Minister of Finance -- to have 
large surpluses built up in his bank account even 
in times of prosperity when his supporters in the 
House are asking for tax cuts, or to use them for 
debt retiring? If he uses them then they are gone, 
but if they ee still there then.there are people 
who will want to use them. 


PROFESSOR NEUFELD: My sympathies are entirely 
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with the Minister of Finance and his difficulties ° 
with the Leader of the Opposition. I can well 
understand that there might be charges that he is 
over-taxing the public because he is doing nothing 
with the money he has already got. I can only hope 
that the public would be made sufficiently aware 
of where their interest really does lie in order 
to accept this kind of technique. 
I agree entirely -- or, at least, I 
say, after reading the debates in theHouse of 
Commons over the last few years relating to monetary 
policy, that the use ofthis technique does encounter 
political difficulties. Such charges were made, 
and I would hope that they would not be made in 
the future, 
COMMISSIONER BROWN: Those are all the 
questions I have on this point, Mr. Chairman. 
COMMISSIONER MACKINTOSH: The real significance 
of this operation that you suggest is simply that 
it could be added to open market operations and, 
therefore, the open market operations need not 
be as large as otherwise? 
PROFESSOR NEUFELD: Exactly, yes. 
COMMESSTONER MACKINTOSH: And it might 
relieve d patee -suane on the market? 
PROFESSOR NEUFELD: Exactly. If it is 
desirable to reduce the money supply by a billion 
dollars then to think of this being done in a short 


period of time -- in six months, say -- through 


the narrow channel of the bond traders in Toronto 


: “eee no a rb eet 
 * Srawe Sienna soa ll ne 
_‘tabao nt ei aeep- chiner' reesdvak ssid ret 


suntan Yo Beit del Br vas i 
y .2e@ef 37 ab “= iene oes ye to ; 


Sait ylqgts af deogye soy Sand am restees wid? e 


bee srditetsqo verre mego-o? tebba dd BLoGe iy be 


Jon psed stolterage teweon médo end etoteredl 
Caztwterde ad egret oe 
asy ,vltoess :Cir0eet SosheGom | 

ifigim 35 OnA -HEeOTHIMOAM. ABHOTEZP TINGS 
7 i? sslrebia 2 oY no SeLehere ence e¥ee ‘s 
a $2 32 .ufvossG sQaeiviin MOmRatORS 
nos lla »goyt “Taqve gocom ecld ‘Gombe: oF arcana 
IG 2 2 audb arte wiit to dalae os nedd exette 
Won? -- yee ,ettawn age And galt ww tole eq 
> oe oe a a coset ied a! a 


9 eel ald a aovaged arty gntbeot “oa wae 
greiedwom oF yniteler onset Wet oaus aad tevd' snc il 
"etatacaS Tto5 Sup etna sina ate Sy add as os 
cSbont sth toyiedo ind eat htval SR foutnetog 
ai Gham 9c 76a 2iwow yous tani end! ‘bivow 2 7 
eer | 
: ans {in eds west {MNOS MN TeNOD ay ie! { 
ame latS aM .wolo eddie ao eved T anohy € ia» 
Omaltinks suse edt, HOOTMTMOA REO TER _ 


Nethercut é Young — 67 00 sss 


Toronto, Ontario 


1 and Montreal, poses a very big problem for the central 
2) bank. 

3 I think that the period of the last few months 
a during which we have seen a reduction in the supply 

> of money in this way has been a very unusual period, 

6 and we cannot count on it again. There were very 

7 ote circumstances that made it possible to do 

8 this, one of the principal ones being an unusually 

9 heavy demand for bonds. Ordinarily we cannot count 

10 on reducing the supply of money through the market 

11| Without substantial disruption and chaos in the 

12 market. 

13 COMMISSIONER MACKINTOSH: Actually, this 

14 movement of government balances has been used recently, 
15 Has 2c Nov, py the Bank? 

16 PROFESSOR NEUFELD: Well, the movement of 

17 government balznces can be used in two ways for 

18 purposes of controlling the supply of money. It 

19 can be used in the sense of shifting government 

20 balances between the Bank of Canada and the chartered 
21 banks, and this is simply a cash control technique. 

“4 It is an open market technique really. The other 

23 kind of use of government balances is such as to 


24 vary the amount of government deposits with the 


25 chartered banks which can be large or small depending 
26 upon the debt management operations. 
27 It is true that we have seen in past 


28 periods a substantial build-up of such balances. 
29 I think, though , that the reasons for this build-up 


w and decline have been unrelated to economic stabilization. 
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1 It was in part the consequence of the capital outflow 
2 which caused the government to sell off exchange 

3 reserves, in exchange for which they got Canadian 

4| dollars to build up their balances. I think they 

5 have varied substantially. I would question whether 

6 they have varied in a way which was in harmony 

7 with the ovjectifve of economic stability. 

8 COMMISSIONER LEMAN: ProfesSor Neufeld, 

9 this morning while we were talking about the objective 
10 of the debt manager, and saying it was to minimize 


11 the cost of the public debt within reason, it was 


12 suggested that this business of keeping large 


13 surpluses in the form of deposits with the banks 

14 would have quite an effect on the cost over the 

15 whole cycle. That is correct, is it not? 

16 PROFESSOR NEUFELD: On the ee rates? 
17 COMMISSIONER LEMAN: No, on the cost of ee 


18 outstanding public debt, because you would have 


19 substantial amounts that through the cycle would have 


20 stayed outstanding, which otherwise would not have 
21 remained outstanding. 
22 PROFESSOR NEUFELD: This would depend on 


23 the rate of interest that the chartered banks would 
24 permit on government cash balances, and Il think the 
chartered banks on this score are open to suggestions. 
COMMISSIONER LEMAN: I see. In other words, 
these could be turned into term deposits? 
PROFESSOR NEUFELD: I think the government 
already receives a return on its balances with the 


chartered banks. In the end it would really depend 
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on the difference between what the government would 
receive on those deposits and what it was paying 

on the debt which was not then being retired. ‘It 
could be the same as, or more than, or less than 

the cost would otherwise be, depending on what these 
rates are. 

THE CHAIRMAN: When these deposits are 
made with the chartered banks, the banks can use 
that money, can they, for the purpose of loans? 

PROFESSOR NEUFELD: Yes. | 

THE CHAIRMAN: If that is so, then that 
money does not remain as a sterile balance, does it? 

PROFESSOR NEUFELD: I think that there Be 
two fie eee On the one hand I think that for 
reasons of controlling public liquidity there is 
something to be said for controlling the amount of 
money in bank deposits in the hands of the public, 
and the movement of deposit accounts from the public 
into the government accourt where it would remain 
idle would, in fact, squeeze the deposit holdings 
of people throughout the country. 

THE CHAIRMAN: It is idle in the sense that 
the government will not be drawing against it? 

PROFESSOR NEUFELD: That is right, ane Lt 
is true --- 

THE CHAIRMAN: But it does increase 
the position of the bank in its loaning capaicty; 
is not that right? 

PROFESSOR NEUFELD: It does not change 


the loaning capacity of the bank in the sense that it 
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1 does not change the chartered banks! 

2 assets, but I think there are two aspects to monetary 
3 policy. One aspect is controlling the volume of 

4 liquid assets in the hands of people, and the 


other is controlling the amount of credit made 


6 available to them. Ithink that you can conceive of the 
7 chartered banks' assets remaining stable -- that 

8 is, of . bank credit not being changed, and 

9 


still conceive of a change in the liquidity position 


10 of the people that happen to own bank deposits. 
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COMMISSIONER MACKINTOSH: I think there is 
a step missing -- a step that has not been menvicuse 
These deposits, having originated in a surplus of 
revenue, are a transfer of deposits from the public 
to the government in the first instance, Hence, the 
total amount of deposits has not iaeeeeceee 

PROFESSOR NEUFELD: No, the total of 
deposits has not increased. 

THE CHAIRMAN: I see. 

COMMISSIONER LEMAN: If the government 
had paid off outstanding debt instead, the public 
would have received cash, and the money would have 
been put right back into the banks, anyway. 

PROFESSOR NEUFELD: Under those circumstance 
there would have been a movement from the taxpaying 
public to the government and then back to the bond- 
holding public for additional investment in other 
areas. 

| COMMISSIONER BROWN: Could not the same 
thing be achieved by switching accounts in the 
Bank of Canada? 

PROFESSOR NEUFELD: If.vyou-try to-achiéve 
the same thing by simply squeezing the banks' cash, 
either by changing their reserve ratios, or open 
market operations, or by switching accounts with 
the Bank of Canada, then you can reduce deposits 
only to the extent that you reduce bank assets, 
whereas the system I envisage is one where you can 
reduce the deposits in the: hands of the public much 


more than you reduce bank assets. 
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COMMISSIONER BROWN: Is it for this reason 
that you are against the technique of special deposits? 
PROFESSOR NEUFELD: I am against the perian 
of special deposits or variable reserve ratios because 
I think that these are simply substitutes for open 
market operations for squeezing the cash position of 
the banks; for forcing them to reduce their assets 
and their deposits. 
I am against them for two reasons. First, 
I think in Canada the securities market is now.so 
broad that open market operations can effectively 
control bank cash to the extent that will be required, 
particularly since you can add the shifting of govern- 
ment deposits to open market operations. 
I am also against them because I, think 
BP chey were used it would be an indication that some- 
thing has gone wrong with debt management -- that 
government has been reckless, for example, in 
financing itself through the Bank of Canada., I do not 
see under what. circumstances one would wish . 
to use special deposits or different minimum cash 
ratios unless there had, for some reason or other, 
been a fortuitous increase in cash first, and the 
reason why there might have been such a fortuitous 
increase could be found in very undesirable financial 
Operations, I think. 
It is true that there have been some 
slight variations in the concept of special deposits. 
It is sometimes said that the central banker can tell 


the chartered banks or the commercial banks or the joint 
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1 stock banks, that if they increase their loans they 
2 will be required to deposit additional amounts in 

S) the central bank to the extent that they do increase 
s loans. Well, it seems to me that this is a very 

= round-about way of freezing the asset position of 

6 , the financial institutions. If the objective is 

7 to freeze loans or to freeze bond holdings then, 

8 surely, the honest and the straightforward way is to 
9 simply freeze them and not do it in this manner, 

10 which is confusing to the public, by saying: "If 

11 you increase your loans we are going to require 

12 higher special deposits." 

13 : COMMISSIONER MACKINTOSH: Would it not 
14 have some advantage of flexibility in that the bank 
15 that ran over its limit would have the profit taken 
16 off by having to put up the Sieh That would not 

17 entail saying: "If you go over your Limit by $100 
18 you will be subject to ten years' imprisonment." 

19 PROFESSOR NEUFELD: Well, it would certainly 
20 have that effect, but I would regard it as a highly 
21 undesirable effect because I think there should 

22 always be room in the system for the enterprising 

23 bank to get ahead of the other banks.iAf it so 


24 organized its affairs that it can do this. 


25 COMMISSIONER MACKINTOSH: Does that mean 
26 more than it is an unusual device that should not 

27 be used except in extreme circumstances? 

28 PROFESSOR NEUFELD: Well, I am not sure 
29 I would even want to compromise that much. I would 


o say it is an unusual device which will be used only 
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if our financial affairs have been badly mismanaged. 
Perhaps one should permit the authorities to have 
techniques which permit them to engage in financial 
mismanagement.-- I don't know -- but as long as one 
can argue that techniques Of. managingcash are now 
adequate - (and that is my view) I see no need for 
those other kinds of techniques. 
| COMMISSIONER BROWN: How about offsetting 
the inflationary effects of foreign exchange movements? 
PROFESSOR NEUFELD: Well, I think that 
it is desirable to keep the foreign exchange reserves 
out of the balance sheet of the Bank of Canada. 
As long as you do this it will not have too much of 
a direct effect on the operation of the Bank of 
Canada in the Bank of Canada's control of cash, 
because there will be a movement, really, of funds 
in and out of the exchange fund account andthe govern- 
ment's balance with the chartered banks. I would 
prefer this to remain the arrangement. As long 
as it does I do not think the inflows and outflows 
of exchange will affect the central bank. It is 
only when the central bank starts buying exchange on 
its own account, as it did in the latter part of 1950, 
that that conflict begins to appear. 
COMMISSIONER BROWN: How about when it 
has to finance the government? 
PROFESSOR NEUFELD: It is true it is an 
additional charge on governmeanb, and under those 
conditions the question is: What is the most 


appropriate way of financing the inflow? 
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COMMISSIONER BROWN: I am thinking of ways 
of evading the multiplier effect which is forced upon 
us by the ae exchange rate. 

PROFESSOR NEUFELD: I think it should 
pe done by financing directly through the chartered 
banks, and not through the Bank of Canada. We must 
envisage that as a very unusual event, and in the past 
we have seen,on several occasions ,the government of 
Canada selling special short term bonds to the chartered 
banks to provide it with the funds necessary to finance 
the great capital inflow. 

The alternative would have been to finance 
this through the Bank of Canada. If it was financed 
through the Bank of Canada it would lead to a 
multiple extension in the supply of money which would 
be highly undesirable. So, while there is much 
to. be said against the special arrangement whereby 
the government sells particular issues to the 
chartered banks, I think that in those unusual 
circumstances that is the least undesirable way of 
doing it. 

COMMISSIONER MACKINTOSH: I have a few 
questions. The first relates to your interesting 
proposal that an Economic Stabilization Board should 
be set up. As you outlined on page 2 ua a 
be composed of representatives from the relevant 
government departments and the Bank of Canada, 
assisted by a permanent chairman and research staff. 
Is there any particular significance in your use of 


the term "representatives'? Do you mean to include the 


gatain 
1 


equ bao i“ s we ieee 


Terce asus 
bivodh tt! Sipfees) T <2 erate r 


: gé - F) : . ~ - 7 
) Jeon a W ~E08ted Ia steel odd Agent” 2 be 


& 


: ; 
‘is - PA 9 sb ¢ oe 1s Pe ; r? ’ ‘ 
Paseo "so ltt ‘ ays Laven “Urey & £6 2 ida 
a F 


7 s a | Py i nziw au 
Sa j ° 
Paiste alee | 6 
4 
iJuwviegi.e. wit 
‘ ho NN 
) i 4 s 
: f ae Oy = tw to 


Dit “fo 29° Veo Sis. my nobneeae, ite "5 
salt Lite oe .. shee baabray Df 


du 2aom sh [along tit. Seabee bree a 
7 | i _ 7 

bog§iese.. LEONE .\ S60 Aad 506 er .—s te ; 

7 a = 


iit! SAZord ia . 2 EQ tai 3 . > lead 


+e ' . | “9 . ‘ - 5 ¢ ve 
yn ivilzonge Jesed of9. eh tevlt essay 


i ial 


| 
aod i avis a : HaOTHERD AM: SENCLERINMOS > fie 


Ta 
~ q . 

Tens THOy OF LePRiog Jag) ont Se 

Sitio Vise cots as Sh OE to svimonetse is sade, £ ere 


Pa) patter ae pe “fl 


| ober Any’ 
7) : 


a8 i ae Cagle whe, “ ode 
< 7 eel oe Ae idee 
a Le , _ > _ rai 


> 


Nethercut & Young - 6709 = 


Toronto, Ontario 


Governor or te Deputy Governor of the Bank of Oinade. 
or the Deputy Ministers, or have you just left that 
open? 

PROFESSOR NEUFELD: I would certainly 
hope that one of the representatives would be the 
Governor or the Deputy Governor, just as I would hope 
that normally the representatives from the various 
government departments would be the deputy ministers 
or the assistant deputy ministers. 

COMMISSIONER MACKINTOSH: Now, these are 
to be responsible for appraising the problems of 
unemployment, inflation, and economic growth, for 
appraising the effectiveness of, and planning and 
Seo ordination of, monetary, fiscal and exchange 
rate policy, for seeking improvements in stabilization 
Peerni dias in monetary, fiscal and debt management 
policies, and for making RecoamenceT ions to the 
government of the day. That is certainly work which 
Right to be done. I ama bit concerned in that in 
some measure you are asking the deputy ministers 
or the assistant deputy ministers to review the 
effectiveness of their ministers' policies and 
operations, and then requiring them to put in 
reports. I am not concerned that the ministers' 
faults should be exposed, but I think that one result 
of such an operation is. likely to be that you would 
get a rather smooth and not very revealing report. 
There is a hard choice here panes a report containing 
recommendations which goes to the government and 


which the government passes on, and one which is sent 
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1/} over the government's head to the public and which 


2) the government is then left to explain. 
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1 PROFESSOR NEUFELD: This is a difficulty 
2 “which I think has to be avoided. LI don't:.in any 
3 sense see this report as being anything other than 
4| an expression of the views for which the government 
5| will accept responsiblity. I don't think that it 
6 is possible,in a system of responsible government, 
7 to have a supra’ government board :or committee, and 
8 that is why I feel that the board itself must be 
9 right within the government. The report that they 
10/ make public must be a report which enjoys the 
11/ support of government. 
12 This might mean that the report isn't 
13| always as useful aS it would otherwise be, but in 
14| some respects it might be even more useful because 
15 this wauld give one a clear impression,to the 
16 extent that the report said anything at all, of 
17| what the government has done to meet problems, 
18) what its policies have been; and I think it would 
19! encourage them to think rather fundamentally about 
20 the difficulties of the techniques that they have 
a1 used and it would permit an outsider like myself 
221 to form a judgment as to whether they have done all 
23 that they could do. I wouldn't really like a 
24 report that couldn't be said to express the views 
25 of government because, as an interested outsider, 

| 2%) I would wish to be able to criticize government, 
27 / not an independent board. 
28 COMMISSIONER MACKINTOSH: Well then, 
29! don't you really have to have at least the nominal 


composition of the board; the ministers and the 
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governor, and the actual work might be done by 
the representatives, and the other technique is to 
have the board produce only the first draft which 
is then edited after consultation with the government 
and then let somebody ask Parliament for the production 
of the first draft? 
PROFESSOR NEUFELD: I don't think they 
could get it if they asked for it. 


THE CHAIRMAN: Well, are not the senior 


.civil servants put in an awkward position; it would 


be known that certain civil servants are members 
of this board? 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER MACKINTOSH: The document 
is a document which presumably is prepared by 
the senior civil servants? 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER MACKINTOSH: And if the 
government didn't agree with any aspect of it, those 
aspects would have to be changed? 

PROFESSOR NEUFELD: Yes, they 
would have to be changed. 

COMMISSIONER MACKINTOSH: So that really 
you are not getting the report of the civil service 
who more or less are..héld responsible for it in the 
eyes of the public in view of the fact that they 
are known to have written the report and that they 
are members of this committee, so that really it is 
a report of the ministers? 


PROFESSOR NEUFELD: It is a report of the 
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l ministers, but Ishope its quality would be greatly 


2) petter than it would be if the ministers themselves 


wrote it! 
4 COMMISSIONER MACKINTOSH: But the ministers 
5 never write many reports; they undoubtedly have other 
6 


_ people to do that, but generally what is written is 

7 what the minister wants to have put in it, and the 

8| civil servants are anonymous? 

9 | PROFESSOR NEUFELD: Yes, I agree entirely. 
10 COMMISSIONER MACKINTOSH: But if you have 
11 a special commmttee set up, I suppose it would have 
12 tobe set up under some sort of a statute, wouldn't 

13/ it,and with certain departments represented? At 

14/ any rate, 1t is a committee of certain Hepore who 

15 are deliberating on the report in the eyes of the 

16 public and it would have the stamp of approval of 
certain civil servants whom they regard as non- 

o political and independent, but in reality it is 

a report of the government or of certain ministers 

of the government? 

da _. PROFESSOR NEUFELD: In reality 1t would 

22 have to be that, and I can only say I really wouldn't 
23) want it any other way. 

a COMMISSIONER MACKINTOSH: Because ministers 
25) are always calling in the senior deputies when 

26| several departments are involved; it is a common 

27 practice to have senior officials constantly in 

28 Session and discussing major problems and different 
‘4 problems require a different assortment of senior 


Civil servants, perhaps, but nevertheless that is the 
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usual practice in the government? 

PROFESSOR NEUFELD: I think that it may be, 
but I don't think that there has been sufficient 
tabtention paid to the aan problem of growth 


and inflation and employment in the past; I think 


that it has been viewed in various ways by various 


departments of government, and for purposes of the 
_ budget a statement is made and certain other 
individual reports are made, such as investment 
intention reports, but I don't think that Gn sutsider 
can say that there is a particular group somewhere 
that is occupying its full time with the problem 
of economic growth and employment and price 
Bvability.” 
I think the advantage, if there is an. 
advantage, in this kind of board or commission is 
that this would be seen to be their major responsibility; 
they would not be preoccupied with other departmental 
matters and they would be required to indicate to 
the public the kind of work that they are doing 
and the views that they have formed and their 
interpretations of economic events as they see them; 
but that if the outsider is to be in a position to 
be able finally to criticize the expressed: 
government view on policy, then the. report the Board 


writS must enjoy the support of these responsible 


ministers. 
I think that thére is not any radical 
departure from what is done in an informal way now. 


I would hope that it would result in much greater 
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concentration on the really huge economic problems 
of the «country. 

COMMISSIONER MACKINTOSH: Would your aim 
produce really a sort of economic "State of the Union" 


speech once a year accompanied by a supporting white 


paper and separate from the budget? 


PROFESSOR NEUFELD: Yes, I would think 
that I would find that quite satisfactory. 

COMMISSIONER MACKINTOSH: There is this 
woblem of making public documents from civil servants 
to ministers, which I understand are ordinarily 
privileged documents and, as I say, I would be 
afraid that they would be too timid and water the 
thing down? 

PROFESSOR NEUFELD: I would be afraid of 
that, too; I would think for one thing that the 
flow of documents from the board to the government 
would nonetheless be there and that all that 
information would be privileged and wouldn't be 
revealed to the public, but that in the end it would 
be useful for this organization to give some public 
evidence of the areas in which it has been working; 
But I must say while this is true,that it would 
have to have the support of the ministers and that 
therefore ia: minister might delete certain sections 
arom 1+, in the end it is better to do that 
than pretend in a system of responsible government 
that we can have boards or committees that are 
not responsible. 


COMMISSIONER MACKINTOSH: There was, in fact, 
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during the wartime a committee that had some of this 


2 type of responsibility, but its reports were not public. 


3 


4 


5 


6 


THE CHAIRMAN: Well, I think that it may 
be common practice in certain areas of government 
to have inter-departmental committees set up of 
one kind and another, in which they might bring 
in outsiders for certain reasons, in view of caren 
problems, and sit down with the ministers involved. 
The provincial government used to do it through 
the Treasury Board; they would sit for hours and 
days, and this is the same sort of thing as you have 
in mind, but there was no formality about the form 
of the committee because it changes its personnel 
from time to time, of course, when there are different 
problems and the decision was always the government's 
decision but it would come out as a decision of 
the Treasury Board; it was the decision of the 
government always, but it served a very useful 
purpose and I would think in the sort of problems 
we have to deal with here that something of that 
kind -- if it doesn't now exist -- might serve a 
purpose, 

PROFESSOR NEUFELD: I think that I am 
biased in favour of some sort of permanent arrangement 
because I think these problems cf growth and employment 
and prices are permanent problems; they are very 
important for the health of the nation and therefore 
I think they justify the attention of some people 


all the time. 


It is true that this sort of arrangement 
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should be very flexible in the sense that outside 
economists might become members of this research 
group for limited periods of time. In the United 
Kingdom it is not at all unusual for outside 
academics to become part of the civil service for 
one or two or three or four years, and I would hope 
that the very same thing could happen here. I don't 
think that this would conflict with the principle 

or Secrecy because the arrangement would be that for that 
time they, in fact,,would become civil servants. 

COMMISSIONER MACKINTOSH: On another 
point you urge two separate changes, to some degree; 
namely, that the Bank Brace be brought closer 
to the government through making it clear that 
the Minister of Finance is responsible far all aspects 
of economic stabilization, and ttt the Governor 
of the Bank is subject to his direction. 

On the other hand, you want to orient 
the bank more completely towards the markets. It 
is to some degree moving in opposite directions at 
once. We get criticisms that the bank is too close 
to the government, being located in Ottawa, and 
being too far from the market. 

PROFESSOR NEUFELD: Well, I think that 
there really isn't a contradiction between these two 
views because I would think that the arrangement 
Should oe that the government is always 
responsible for policy, but the government 
should not interfere with the operations of the 


Bank of Canada. 
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1 I think that the physical separation of 

2); the central bank from the financial markets has 

3 been, in part, responsible for the separation between 
4 the bank as a market operator and the market in 

5 general. 

6 I think that the separation between government 
7 and bank has arisen,or did arise in the past, because 
8 it was not made clear who, indeed, was responsible 

9 for monetary policy. 

10 I think that the disadvantages of physical 
11 separation can be overcome even though no one.is 

12| left with any doubt that in the end the broad 

13 policy followed by the central bank is the policy 

14 of the government of .the day. 

15 I have recognized the problem in this 

16 sense, that I think if the Bank of Canada became 

17 a department of government it could not really 

18 develop into a truly market oriented institution... 

mo) But I think that as long as it is a separate entity 
20 the chances are greater that, indeed, 
41) it will continue to develop into a market-oriented 
institution. 

COMMLSSIONER GIBSON: Do you not 
think that making the central bank suaase directly 
to the Minister of Finance might have the effect 
of reducing, ete.,.status .and.initiative? 

PROFESSOR NEUFELD: My view is and has 
been for some time that the status of the bank, 
the prestige of the bank hinges in part on its 


enjoying firm supportfromthe government of the day. 
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The argument is sometimes made that the prestige 

of the bank is higher if it is thought to be independent 
of government. I would disagree. I think that the 
position of authority of the bank will be enhanced 


if it is clear that central bank policy has behind 


Lt the full force of government support. 


However, that doesn't really worry me too much. 
In part, of course, it would depend on what kind of 
directives we issue; if the directives became very 
frequent and very detailed or if they, for example, 
related to the amount of bonds that the Bank of 
Canada and the kind of issues that the Bank of 
Canada should sell this week and next week, then 
I would think that the prestige of the Bank of 
Canada would most certainly suffer. 

On the: other hand, if the directives were 
clearly seen to be a technique to be used only in 
the most unusual circumstances, then I don't think 
they wold:cause the... ~~ ~._.. position and the 
prestige of the Bank of Canada to be compromised. 

Now, I do think that whenever a major 
conflict arises — the central bank necessarily 
does suffer in some respects. I think that the 
central bank did suffer in its prestige in the last 
year or two. I can't see any way of avoiding that. 
I think once there is a basic conflict the. people 
that are involved in the conflict are bound to 
suffer, I don't think this is because there is a 
directive; it is because the conflict has arisen. 


COMMISSIONER GIBSON: Such conflicts are rare, 
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wouldn't you agree with that? 

PROFESSOR NEUFELD: I would hope they would 
never arise. 

COMMISSIONER GIBSON: The thing about the 
directive is that you do alter the power of 
the Banks. Even if the directive is never used 
there 1s a power in the background? 

PROFESSOR NEUFELD: Well, I think it is 
a clearly defined power, ' There is power :now in 
the background. 

COMMISSIONER GIBSON: Yes there is, and that 
is really why I am asking this question; that ultimtely 
as it increases its requirements this must prevail? 

PROFESSOR NEUFELD: Yes. I think that the 
thing to be said for a directive is that it would be 
a cleaner way of reacting to a conflict than the 
way it was reacted to in the past. It doesn't alter 
the fact that even at present the power of government 
is supreme. I agree it is supreme, but I think 


it is a tidiler way of handling the conflict. 
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COMMISSIONER GIBSON: Do you think that 
conflicts should be handléd in a tidy way? 

PROFESSOR NEUFELD: I think it would be 
just as well not to make them more untidy than 
necessary. 

THE CHAIRMAN: Well, is there not a danger 
in having everything spelled out in legislation? 

Does that not put the bank in the position of being 
sort of at the Beet and call of government? You get 
a note from the government directing the bank to 

do something and the bank either must do it or the 
governor must resign if he does not agree with it. 

Is that the way to deal with problems of this kind? 
Is not the bank function more than just doing what 
the government thinks it ought to do? Has not the 
Bank of Canada a mind of its own as to its sphere 

of responsibility, and if the government puts what 
the bank thinks is undue pressure upon it to do the 
wrong thing, is it not up to the bank to show some 
Signs of resistance, and should it not have a certain 
amount, at any rate, of resisting power? Lf *etz 
that is required is a directive from the government 
and the bank has to throw up its hands and say: That 
is what the government told us to do so we do it, you 
lose the advantage of something which is of very 
great value in the whole financial system. A bank 
that has a great degree of independence and has 
prestige as a result of that, this means something 

in the minds of the people, as a result the government 


must be very careful before it attempts to use some 
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undue pressure upon the bank for some ulterior motive 
of its own which may be unconnected with the real 
problem involved. 

PROFESSOR NEUFELD: I think you have probably 
stated my sentiments better than I could have stated 
them myself. This is why I thought it was necessary 
to construct ,some obstacles in the way of interference 
from government, and the obstacle which I had in mind 
was the effet of the resignation of the Governor and 
an arrangement whereby the Governor could be heard 
if he feels he must resign his position. I know I 
am out of step on this score with some economists who 
think that government is responsible and, therefore, 
should issue whatever directives it wants to issue, 
and that the central bank should really have no 
position of authority or independence at all. But 
I think that if one views the attitude of the public 
toward matters of currency, toward safeguarding the 
currency of the country and particularly since there 
are numerous examples where political exigencies 
have interfered with the soundness of the currency, 
then I think it is useful to compromise on this 
issue of eer responsibility, 
by putting some sort of buffer between the Bank of 
Canada and the government. The buffer that I see 
is the threat of the Governor's resignation and the 
assurance that his views will be made known to the 
public; so that if government wishes to push its point 
on an issue of policy it must weigh the consequences 


against 
of the Governor's resignation / whatever political 
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advantages it sees in its action. 

THE CHAIRMAN: Yes, but the Bank of Canada 
is constitutionally at least set up as a separate 
entity from the government. It is true the government 
has the final say. That has been established during 
eehe last issue, and that was agreed upon by all parties 
eventually. The precedent has been established that 
the government has the final say when there is a 
fundamental difference of opinion, so that why do 
you need Sobre further so that the matter will be 
spelled out in a statute or in some written form? 
Shouldn't it be left more or less elastic, giving the 
bank greater prestige and powers to exert itself with 
a@iittie more force behind its views? I think the 
bank should be considerably strengthened, and once 
you have it all elaborately set forth and some issue 
arises which is not quite covered by all the writing 
that has been put on paper, then you get in to further 
Poadnwes of dispute of an irrelevant: nature. 

PROFESSOR NEUFELD: What worries me is 
that peoples! memories are incredibly short. In 1941 
Mr. Ilsley, when he was minister of finance, spelled 
out very clearly the position of the Bank of Canada 
in relation to the eadulatene. and had all subsequent 
ministers of finance read that particular statement 
in the House of Commons I think some of the difficulties 
of the past several years would have been avoided. 

This view that the government is responsible for policy 
was stated by ministers of finance even after Mr. 


Ilsley, but I think one does have to remember that 
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1 occasionally ministers of finance are not entirely 

2| aware of the subtleties of precedence, and in all 

3/ innocence are led into a. position which they would 
4! not have been led into had they indeed been fully 

5| aware of their position vis-a-vis the Bank of Canada. 
6 m think that the matter of 

7 giving the Minister of Finance the power to issue 

8 directives is merely a way of formalizing what in 

9 fact is the case, but what is sometimes forgotten. 

10 COMMISSIONER’ MACKINTOSH: Returning to 

1i/ the question of the relationship to markets, I 

12 really have no criticism of the proposals or possibilitie 
13 you suggest at the bottom of page 19 and carrying on 
14 to page 20, except that in practice they are awfully 
15 difficult to accomplish in terms of careers, and in 

16 terms of income, and in the case of the Board of the 
17| Bank of Canada, in terms of other than conflicting 
18 directorship which may be held. -. You suggest in 

19 number 4 there a permanent advisory board drawn from 
20 financial institutions. Do you think that is better 
21 than the Governor of the Bank of Canada making it 

22 a responsibility to have periodic discussions with 

23 each of these groups, among the financial institutions? 
. PROFESSOR NEUFELD: JI do not think it is 
25 better. I think that in all of these suggestions 

my reaction really is, I wish all these suggestions 
were not necessary; I wish this had been done in the 
4 past; I wish there was this focus of attention of 

4 the government, > concentrated attention,on 


the great issues of economic policy; I wish the Bank 
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of Canada would on all occasions have given the impressio 
of drawing whatever advice it could draw from the capita 
market, and so on. I think that it is only because 

I see that these things have not been done on a con- 
sistent basis that the need to think in terms of some 
formalization of desirable procedures arises. I do 

not regard it as an inherently Superior way of doing itl. 
There is the danger that in the environment of a crisis, 
and in the environment of controversial issues, a 
certain degree of co-operation may develop, but it 

will vanish as soon as the crisis disappearsand the 
events change. 

COMMISSIONER MACKINTOSH: That is all 
have. 

COMMISSIONER BROWN: There is one question 
I should like to ask about that, and that is in 
respect of the suggestion that the Governor be at 
the pleasure of the Governor-in-Council. This puts 
Mot, 2D a fairly junior status as compared to some 
other government officers, and how difficult is it 
going to be to get the kind of man we really want to 
be Governor when he has to operate under this sort 
of tenureof office in spite of the fact that if they 
do fire him he can appear before parliament? 

PROFESSOR NEUFELD: Well, I think that again 
what I am thinking of is to have an arrangement which 
would be useful in unusual circumstances. Ordinarily 
I would say that the Governor's term should be fixed 
for a certain number of years, but under unusual 


circumstances in effect he can be asked to leave at the 
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. pleasure of the Governor-in-Council. My reasons for. 
: taking that view are several in number. 

3 First, I think that monetary policy is 

4 far too important to be left for a number of years 

5 in the hands. of someone who might turn out not to be 

a good central banker. He may be as honest as one 

7! would wish, and as well-intentioned as one would wish, 
8 but adl things considered he might not be a good 

9 central banker. I think it would be unfortunate because 
10 the issues are too great; the stakes are too big,in 

11!) this country, to have an competent central banker 

12 at the head of a bank for five or six years simply 
because he has behaved himself in a sort of moral 
sense of the word. 

1s COMMISSIONER BROWN: Well, I was wondering 
“ why you would do this at the pleasure of the Governor- 
17 in-Council instead of on address by the Senate and 

18 the House of Commons. You see, in spite of the fact 
that he would be given Bre opportunity to appear, and 
20 so forth, would this mean that he could be gotten rid 
a of the day after parliament prorogued, and that would 
43 be that, wouldn't it, until the next parliament 
assembled? 

ib PROFESSOR NEUFELD: Are you asking me 

25 whether I am worried that there might be a delay 


between the time that he is removed and the time 


4 that he is heard? 
“i COMMISSIONER BROWN: Yes. I am wondering 
29 


if you are not making it a little too simple for the 


government to get rid of him without there being an 
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opportunity for public discussion. 
PROFESSOR NEUFELD: It might be that it 
would be desirable for him to be heard.immediately. Ther 
is certainly no reason why he could not be heard in 
public before that. He would not be prohibited 
from making statements to the press before that, 
explaining his position. I think that to be given 
the opportunity to state his case in the official 


records is desirable. 


I do not think that the delay in hearing him before 
the committees of parliament would really be a very 
great disadvantage. In fact, I would think that any 
government that faced this possibility would wish to 
get rid of 1t as soon as possible; would wish: to 
get rid of the problem as soon as possible. 
If - they eve the Governor and the Governor has 
Six months to talk to the public about it and then they 
have to face him again when parliament reconvenes is 
they , 

not something that / would regard, I think, as an 
advantage. 

COMMISSIONER BROWN: I just wanted your 
points of view on that. 

What I should like to ask you now about 
is that in your suggestions about fiscal weapons you 
talk about variable depreciation allowances, and 
also direct controls on consumer spending, and particularly 
the variation of down payments and periods of repayment 


requirements. I was wondering if you had any new ideas 
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on this very difficult problem of controlling down 
payments. 

PROFESSOR NEWFELD: The difficulties are 
first of all of a technical kind and secondly a 
constitutional kind. Both difficulties are great. 

I suspect that the constitutional difficulties may 

in the end be met only through the co-operation of 

the provinces. I am not as pessimistic Sian the 
possibilities of such co-operation as some other 
people are, particularly since one does hear more 
frequently now than used to be the case the suggestion 
that provinces to some extent are considering the 
general welfare when they arrange their budgets. 

So that co-operation in that direction might be 
possible. 

As to the technical problems of eee 
contracts of the many hundreds of individual institution 
that make them , I would hope that 
this could be overcome by making whatever provisions 
ere made: very,. very simple. It might even be that 
down payment requirements would. have to be foregone 
and that the requirement in the end is based entirely 
on the length of repayment, I don't know. I admit 
that the technical problems are great and that to over- 
come them and to overcome the constitutional problems, 
would require the co-operation .of. the pro- 
vinces unless, of course, it could be made to come under 
the general area of interest rates and federal 


responsibility for interest rates. 


COMMISSIONER BROWN: In your flexible variati 
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of depreciation allowances and capital cost allowances 
you visualize the absolute cost or merely the cost 

of money on the cash flow that is referred to? '‘'You 
mention something about varying the total amount that 
eould be written off. Are you visualizing cases 
where you would not permit the complete depreciation 
‘over a period. of time, or perhaps even periods when 
you permit more than 100 per cent depreciation? 

PROFESSOR NEUFELD: I do not think that that 

Pe orec of swing in the use of the technigue should be 
precluded. I admit what I am really doing is talking 
in terms of corporation income tax. This is one way 

of changing corporate income taxes. There are other 
ways; a tax on investment, as the Swedes have done 

. some times,on some occasions. I suspect that the 

advantage of doing it this way; that is to change 

the corporation income tax rate this way rather than 
through a general change in corporation income tax 

is that it focuses attention specifically on those 
corporations that are engaging in investment activity 
and capital spending, and cue capital spending becomes 
excessive this kind of seneairce control may er 
desirable. I think that it should be possible for 
some corporations during periods of severe recession 
to write off even more than 100..per cent of their 
capital expenditures, if this seems sensible from 

an economic point of view, and during other periods 

to write off less than that. 
It is true that what this would do, I 


would hope, would be to change the timing of the starts 
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of projects. I think that is essential. We never 
really want to stop projects dead in their tracks, 
but we really want them to delay those projects 
a year or two years. 

COMMISSIONER BROWN: What do you think 
of the Swedish investment allowances? 

PROFESSOR NEUFELD: That is another 
technique I think that in the end would serve the 
very same purpose, which would be to postpone invest- 
ment decisions. 

COMMISSIONER MACKINTOSH: But with rather 
more power in it than the variable depreciation one? 

PROFESSOR NEUFELD: it appears that it 
does have more power in it, and I think that administration 
might in the end decide which of these various techniques 
which are really techniques of the same kind, with 
some variation between them, in fact would be used. 
I would simply emphasize that I think that the record 
Suggests that some one of these techniques will on 
occasion have to be used. 

COMMISSIONER BROWN: One other point Il 
should like to ask you about and that is in respect 
of these statistics on labour productivity and product 
prices which you would wish to be developed by an 
economic stabilization board. Would you tell us 
whether your thought is that this would be purely 


advisory, or would it have some ganctions behind it? 
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PROFESSOR NEUFELD: It is difficult to 
conceive of sanctions being applied. For one thing, 
our statistical information would have to be rather 
better than it now is to warrant basing sanctions 
on it. However, I do think that the factors that are 
now being considered when wage settlements are made, 
and the arguments now being used, are frequently 
quite extraneous to the problem of whether wage 
increases are, in an economic sense, really 
justified. . The arbitration boards and the decisions 
of them are so often, to my mind, made without 
the economic considerations that should have been 
involved a bie. tinal. settlement.. da. do not think 
the statistics are very good in this respect but, 
on the other hand, this does not deny that the 
final settlement should ideally reflect the 
economic things which it-is difficult to measure 
rather than itiise CONSHIG things which should not 
be Peetu sven really at all. 

COMMISSIONER BROWN: I have heard it 
Suggested that we have so many varieties of 
statistics that both sides could find suitable 
statistics to justify their own point of view. 

PROFESSOR NEUFELD: I think there is a 
variety of statistics and a variety of economists, 
and this, therefore, poses a problem. I would hope, 
if this group, as a result of the quality of its 
work, would acquire a certain prestige that its 


views would be very carefully considered and that 


it would be very difficult for one or other side 
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1) of the bargaining table to dispute their findings. 

2} at least both sides of the table would then, I hope, 
3| be working with those statistics which this outside 
and independent group of people would regard as 
least imperfect. 

COMMISSIONER LEMAN: Professor Neufeld, 
at page el you discuss phe. fioatt ne bank rate, and 
one must note that you wrote and dated this brief 
on May 17th, 1962. The fact that the bank has 
come back to a fixed bank’ rate rather than a floating 
one would seem to encourage no discussion on this 
point at all, but I would still like to ask you 
a couple of little questionscabout: it. 

Don*t you think that this matter of 
Signals and the interpretation that the street, 
or even the university economists, can make of these 
can be over-stated a bit? 

PROFESSOR NEUFELD: Well, I regard bank 
rate as a remarkably flexible technique in the sense 
that it can mean different things on different 
occasions. It is quite clear on some occasions 
that the move of a bank rate is merely a move which 
confirms what has already happened. Also , the 
discussion in the press, together with the statement 
accompanying the move by the central bank, will 
very quickly make it clear what the significance 
of that move is. On other occasions a different 
kind of bank rate move -- perhaps a very sudden one 
and a very unexpected one, one that is somewhat 


larger than might have been expected -- will create 
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a quite different impression of the Slgnificance 

of the bank rate. So, I would Say the bank rate 

can be used in an exceedingly flexible fashion under 
varying economic circumstances, and that there will 

be very little confusion as to its significance 

because of the discussion that will surround the 

move itself. I think it is a mistake to assume 

that this once-for-all move in ad. rate is a blunt 
instrument. It is an instrument which affects 
expectations; it is an instrument which -, generates 
discussion and will make clear, usually,what is in 

the mind of the central bank. Also, it is aninstrument 
“that .can, begin to make, under certain circumstances, 
eee rates move well before this. would have been 


possible through the more ponderous route 


of cash management and money supply. On some 


occasions it is possible to move interest rates and - 
then take ones: time about enforcing this move through 
the use of monetary expansion or contraction 

Whichever it may be. 

COMMISSIONER LEMAN: In your explanation 
I thought you had just told us that the movement 
in the fixed bank rate, in the administered bank 
rate, can mean different things at different times: 
doesn't it follow that unless the observer is 
particularly wise he can misinterpret its significance 
at that particular moment? 

PROFESSOR NEUFELD: I think that the people 
who are directly affected first are the people in 


the market, and my impression of these people is that 
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when a thing like that happens they are very anxious 
to find out what really it does mean. Through their 
discussion with traders and through careful reading 
of the official announcement it does not take very 
long for them to decide what it does mean. So, I 
don't think that different people will interpret it 
differently -- that is, among those people who are 
directly concerned. I think it may be more the case. 
if you move beyond the fringe of the financial people 
where it might be interpreted differently. Also, 
however, I think the consequences of it for a time 

by them 
not being correctly interpreted/are not as great 
as if this happened among financial people. 


COMMISSIONER LEMAN: Let me use another 


approach to the same question: do you think it may 


mean too much in England-- it is too automatic in 
ivs. effect? 

PROFESSOR NEUFELD: What I do not like 
about the English bank rate is that I think it moves 
interest rates in much too rigid a fashion; there 
are all kinds of interest rates tied to it. Le think, 
while there are some advantages, there are some 
disadvantages in that, but I think that in terms 
of its influencing expectations that it is used 
as effectively and as well as it should be used in 
the United Kingdom. I might add they have used it 
when they have had balance of payments problems, 
and I think to fairly good effect,if one does not 


expect too much from it. Now, with a fixed exchange 


rate in Canada, we may find we will have to use it too 
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for balance of payments problems on occasions. 
“PEM. > uit seater If we did not have a 
fixed bank rate, and if we relied substantially on 
interest rates to protect the fixed exchange rate, 
I am not sure how the Bank of Canada could control 
it. If the fixed bank rate was desirable before 
we had a fixed exchange rate, I think it is doubly 
desirable now that we have a fixed exchange rate. 

COMMISSIONER LEMAN: Do you think there 
can be at times -- perhaps rarely -- technical 
positions that develop of a very, very short-term 
nature in which the bank would not want the usual 
interpretation put on an upward movement, or a 
downward movement -- that this had developed from 
avery technical sort of position, and the bank 
does not want it to have this pervasive effect 
which could not be reversed very fast? 

PROPESSOR NEUFELD: I think under those 
conditions the bank rate would be a very effective 
technique ihiuthat it just would not be moved. The 
very fact it was not moved would, I think, have a 
very salutary effect on expectations in the market. 
This raises the possibility that bill rates might 
move well above bank rate, as occasionally happens 
in the United States. This does not frighten me 
too much because I think the Bank of Canada should 
in no sense regard bank rate as the price of bank 


cash. I think when the Bank of Canada decides it 


will or will not lend money, this should be quite 


unrelated to the level of bank rate. Indeed, the 
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Bank of Canada already recognizes this, if I understand 
its operations correctly, in the sense that a chartered 
bank has got to borrow for a week; it cannot borrow 
for a shorter period. Also, if it Wishes to borrow 
more Jai ene than a certain number of times 
in a month, it has to borrow at a rate higher than 
the bank rate. Dealers always borrow at bank 
rate. I think it should be the prerogative of 
the Bank of Canada to iend money at the rate at which 
it wishes to lend money. So, I do not regard the 
possibility of short-term money market rates going 
through bank rate as a limitation of the device, 
eee I think the actual bank cash should be 
rationed in a way which the Bank of Canada considers 
appropriate, quite apart from the level of bank 
rate. 

COMMISSIONER BROWN: Did I hear you say 
that dealers borrow at bank. rate? 

PROFESSOR NEUFELD: It i a good point, 
in the sense that at present dealers borrow at 
the bank rate as previously defined. 

COMMISSIONER BROWN: Do you mean 

we are on a double system? 

PROFESSOR NEUFELD: ‘Yes, and it is question- 
able whether we should be. 

COMMISSIONER BROWN: This was the point 
I wanted to clear. I thought I heard you say they 
borrowed at bank rate. 

COMMISSIONER LEMAN: In a sense, that 


is a reflecticn of what Professor Neufeld just said, 


_ 


, 4 mn AY 
bakisisormn I Tt.,eeay 2s iyo 


 Pwpetisio-a fay senem.enst shy 


weytsod +, iran DYE ix s90W 3 26% 
ae mn « s? 7 ~~ rf 
5 ¥i"s oF 8 ve i Po Par ,o@.& 


: yay » 
Le fies La +9 7 = ° ‘ s a4 
) ' on Maa’ \i 4 Lae'rTe 5 , nade 2% n pen \ 
} ile 


| apid “str ede a do: aeemod 62nd tS 


es 


: . rest Siavd ats" mies: . 


sc? ef Diuna zy siete: a 


if 
og ; m Set 
: 
- i ah i 
5 Gee 
- oo =4 ale 4 


hh aye et bo (saat Orme 
; ri . 


- 


j a ‘- ~ pig 
. ae 
Vii PRVOIEE IND. we 


f (5 sornmd- avelaes fa 


Apacer! “a 


a) all Vege esnsa ants 
i 

| iat abn 4: a 
Wwelveng ds" scan Ned em 


ae ry 


: ; ay Of OINGRG AEOLEADOCO 
weteye stdvel. « sie one 

oases eee ae ee Pract (oa. “-fORGRTORY' 
| . ped tfogcta wm sorted 
iiteqg ona nev ‘ela over feiysoicchiod” ae 


| 
7 ‘uh? TEs ad vise J 2 ig seyte 7) ‘nantes 


Nethercut €& Young +7 6737 a 


Terente, Ontario 
that the bank: should be entitled to loan at whatever 
interest it feels it should loan. 

PROFESSOR NEUFELD: I think, simply, one 
should not regard bank rate as a price for getting 
bank cash. Bank cash should be made available by 


the Bank of Canada having in mind what it wants 


to do with the supply of money, and if one looks 


at bank rate as not being the price of bank cash, 

then I think it does not matter whether bank rate 

is below or above the bill rate for a short period 
of time. 

On this other question, I am not sure 
whether you wanted me to comment on whether the 
dealers get a preferred rate at the present time; 
that is, where we have two rates -- one at which 
the dealers can borrow and one at which the chartered 
banks can borrow. I think, first of all, if the 
Bank of Canada wishes to maintain its definition of 
bank rate -- that is, the minimum rate at which 
money can be borrowed from the Bank of Canada -- that 
it should now choose a different arrangement, because 
while it is argued that purchase resale agreements 
are not loans from the Bank of Canada, it would 


that 
be difficult to convince me/they are not loans. 


ym 


I. don't feel strongly about the arrangement, except that 
effect on 

we must realize it reduces the/interest rates, and 

if under certain circumstances one would wish to 

have the maximum effect from movements in the fixed 


bank rate, then this is not the mat desirable 


arrangement. 
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COMMISSIONER GIBSON: In this particular 
context would you care to Say a little more about 
the disadvantages of the United Kingdom system anorete 
a lot of the interest rate structure moves with the 
bank rate? 
PROFESSOR NEUFELD: I think that the 
Gisadvantages lie in that it permits or, at least, 
it encourages the various institutions to look only 
at bank rate when deciding the price at which they 
Should make credit available. I would hope there 
would be sufficient competition between pation 
types of institutions that they can vary their own 
jending and borrowing rates and meet competition, 
rigid 
and not be in/harmony with the bank. I think the 
arrangement imposes a rigidity which is not necessary. 
COMMISSIONER GIBSON: It does produce 
a pretty big response, though? 
PROFESSOR NEUFELD: ves) and this does not 
Suggest we in Canada have been without rigidities 
in institutional rates. I think the chartered banks! 
prime loan rate has been a fairiy rigid kind of rate | 
Over the post-war years and before that. I would 
hope that as bank rate is used more and more we 
would find that while there is not a rigid relationship 
between bank rates and institutional rates, there 
iS a general relationship between them and that 
the timing of changes in institutional rates would 
begin to move more in sympathy with rates in the 
market and bank rate than has been the case in the 


past. 
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THE CHAIRMAN: We will continue. Mr. Leman? 

COMMISSIONER LEMAN: Professor Neufeld, | 
we were talking about the bank rate and apparently 
the importance you attach to it, which is not very 
great; you say so in your memo, that you don't 
consider it one of the primary considerations where 
you felt that improvement was needed, but you do 
therefore regard it just as a Signal. Now, is there 
more that Wy would like to say about signals and 
their role in improving the system? 

PROFESSOR NEUFELD: Is your question do ~- 
I think there arecthe tethniques which could be used 
in this. way, signal techniques? 

COMMISSIONER LEMAN: Yes. 

PROFESSOR NEUFELD: I don't think so, because 
I think that it might be confusing to have more than 
One Signal. I would think that regardless of what 
Signal one in the end chooses, there should only 
be one. 

The bank rate happens to serve that 
purpose reasonably well; it is not the only signal 
one can imagine, but I think that it is satisfactory 
and I think also it is the signal which is most 
easily Ae ee There are other kinds of signals 
which might be less easily understood. It is a signal 
that is simple, direct,and it receives a good deal 
of publicity, and in some sense it is understood 
by a great number of people and therefore I don't 
think that we require any other signals. 


COMMISSIONER LEMAN: Well, for instance, 
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do you like a governor that talks a lot outside of 
his annual report? 

PROFESSOR NEUFELD: I think it depends 
in part on what he is talking about! 

I think that by and large I like a governor 
who talks as much about central banking as seems 
useful and I think that there has been an aura of 
mystery surrounding central banks and central 
bank governors which is difficult to justify. I 
therefore think that the duty of the central bank 
and of the governor is to be as forthcoming as 
is at all possible, L think that this will 
make his problems less difficult and it will encourage 
an understanding of the problems he faces and therefore 
poe wd. 17. Be cura the support of public opinion 
for the sometimes distasteful policies he might have 
to follow. 1 think central bankers 
Should not be confined to their annual report in 
making statements, and I wouldn't prescribe any limits o 

the kind of speeches that he «makes, but I think 
that all things being equal it would be highly 
desirable for him to make speeches which make his 
current policy more understandable to the general 
public. 

COMMISSIONER LEMAN: Unless someone 
wants to ask any more questions on this subject, 

I would like to jump to the next point which you 
take up in your brief at page 23, and that is your 


recommendation that the 6 per cent ceiling on 


chartered bank’‘loan rates be removed. 
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On that score there are two questions I 
would like to ask you . One is do you believe that 
by doing this you would Substantially reduce the 
amount of rationing of credit that would have to 
be done at times of tight money? 

PROFESSOR NEUFELD: I think you would 
reduce the amount of rationing. I think there is 
a natural tendency for reasons of simplicity, 
perhaps, -- and perhaps in part for reasons of 
competition -- for chartered bank interest rates 
and commercial bank interest rates to be fairly 
uniform. 

I think that what would happen is that 
the changes in interest rates charged by chartered 
banks would.be more in harmony with the state of 

the capital market than has been the case in the 
past; therefore, I think that it would not remove 
all rationing. I suspect that there would still be 
rationing because there is a tendency for bank 
rates to be fairly simple and fairly few in number, 
but it would reduce it to some extent; but I think 
it would improve the timing of the changes in these 
interest rates. 

COMMISSIONER LEMAN: Is that another way 
of saying that you believe that perhaps it would 
increase a bit the area of competition between 

the banks and bring-it out a little bit more in the 
interest rate area than it has been? 

PROFESSOR NEUFELD: I think it would 


increase the competition between banks in the. area 
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of the price of the commodity that they sell, and 
that such increased competition is much to be desired. 
I don't think that this would mean that we would 

have different interest rates at different banks; 

I think what it would mean is that --- 

COMMISSIONER LEMAN: It wouldn't last very 
long. 

PROFESSOR NEUFELD: It wouldn't last very 
long, and I think it would mean that the timing of 
changes in interest rates would be qifferent, and 
different in the sense that it would make them more 
appropriate for purposes of economic stabilization. 

COMMISSIONER LEMAN: You feel that the 
ceiling does tend to bring people up towards it 
and introduces a kind of greater feeling of security -- 
and I mean security here in the competitive sense -- 
than a completely open range? 

PROFESSOR NEUFELD: I think that one of 
the undesirable effects of the ceiling is that there 
are times when bank interest rates are not as high 
as they Serena be, and that because banks feel that 
they may have not maximized their return on loans 
during these periods, it inhibits them from making 
them low when they should be low. This influences 
them in the extent to which they can offer attractive 
interest rates to savers and encourages the 
Savers to move out of bank deposits into other 
things which are more flexible in the rate of 
return that they provide. I think it is this kind 


of rigidity that exists in the fixed loan rate, 
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1 - COMMISSIONER LEMAN: Do you believe that 
2 it would tend to increase the spread of rates, say, 
3 between the en rate and the eaneie rate, and 

4 that sort of .thing? 

5 PROFESSOR NEUFELD: I think it certainly 
6 | would,and it should increase the spread between the 


7 prime rate and the normal interest rate. 


zg There have been times, as we know, when 
9 the difference between the prime rate and the 6°per cent 
10 rate has been zero, This really doesn't make any 
a sense at all to my mind; it Simply is true that 
12) there are different credit ratings, and that different 
13 borrowers should be borrowing at different rates 
14 Staincterest.. I think also this probably means that 
15 even the prime.loan rate is less flexible than it 
16 should be, because if it cannot go through 6, the 
17 chances are it will not fall very much when interest - 
(18 rates fall. 
19 COMMISSIONER LEMAN: So you believe the 
20 result is eae a non-class A borrower would still 
21 get his money but he would have to pay a little more 


22 or Lt? 


23 PROFESSOR NEUFELD: ‘He would have a better 
24 chance; the same borrowers would have a good deal 

25 better chance of obtaining funds than they now have. 
26 | I think that the inevitable result of 


27 rationing is to supply funds to the most credit-worthy 
28 borrower, and this is in contrast to the case under 
29 flexible rates where the bank manager, I think, would 


~ pay more attention to the fact that while he may be 
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1 giving something away in terms of credit-worthiness, 
2 he is also getting a one or one and one-half per cent 
3| higher rate of return on his loans, and therefore 
4 I think it would really put certain classes of 
5] borrowers in a better position. Also, I think it 
6 might well be argued it would result in a better 
ay allocation of »... loan funds, because the chap who 
expects a high rate of return on his loan -- which 
? in turn reflects the high produétivity in the operation 
10 he is engaged in -- might be precluded under a fixed 
11 chartered bank loan rate from obtaining funds, and 
12 the funds would go to someone whose productivity 
13/ and contribution. to the nation's output would be 
14/ <:somewhat less. 
15 COMMISSIONER LEMAN: In your brief you 
16 Sats go peyondtnis recommendation regarding the 
17 ceiling. Would you remove other impediments: in 
18 the way of banks? Would you broaden even more nei 
19 loaning powers iAtGite obent areas of loaning? 
a PROFESSOR NEUFELD: I think that piGause 
of thé combination of savings banks and commercial 
22 banks all in one organization, the Canadian chartered 
, banks arefinanclally so strong that they could be 
“. given almost any freedom that one wishes to give 


% them with respect to the type of investments that 


26 they could make»: : My general impression is that 

a7 the bias and prejudice relating to where banks 

28 should or should not loan money is based on a period 
29 | in history which will nevermore return, and therefore 


J I would not at all feel unhappy if the banks were 
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permitted complete freedom in the way they lend 
their money. 

COMMISSIONER LEMAN: This grew up ata 
time when it was thought if you failed to get to them 
that they would become the only lenders, is that 
right? 

PROFESSOR NEUFELD: Well, in part that 
is true because they were the dominant institution 
and I suppose still are to a degree, but they 
certainly were. 

During the period when the basic 
characteristics of the Bank Act were being formed -- 
that is, before the turn of the century -- in those 
times there were numerous examples why there should 
be a restriction on the type of lending that the 
bank should do. Occasionally they did get 
involved in real. estate ventures and there were 
bank failures during that périod, there were a 
large number of little banks, over 50 of them in 
the 1870's, but all of this has changed and we 
now have very strong banks. We have the savings 
Side of piaeies business developing much more than 
was the case then and, indeed, I think their banking 
practices, their techniques and methods for credit 
appraisals are much more refined than was the case 
then, and that is why I think that the decision 
as to where they should lend their money should 
be left almost entirely in their hands. 

COMMISSIONER LEMAN: That is all I have 


On that section. 
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COMMISSIONER MACKINTOSH: I would like 
to ask a question that follows on from that, where 
you speak of the non-bank financial intermediaries, 
and you express the judement that the present 
techniques for controlling monetary expansion worked 
satisfactorily and with Satisfactory promptness 
also on the near banks. Is this based on particular 
evidence, or is this just an impression? 

PROFESSOR NEUFELD: It is an impression 
based on the evidence which I have been able to find 
on the matter. 

I would say that my view is in part based 
on the fact that I think the incidence of rapid 
rates of growth of non-bank financial intermediaries 
can be explained first of all by what I would call 
"once and for all" innovations in the capital market 
and, secondly, by these particular institutions 

catering to a borrower that happens to be somewhat 
insensitive to interest rates, and I don't think it 
is because these institutions are so much like 
banks that they can obtain unlimited amounts of 
funds at low cost. 

In other words, I think that in most cases 
the growth of these non-banks is not very volatile; 
that their profit position will be affected by 
changing interest rates, and that in a few cases 
and in the post-war period this would include the 
credit unions, the instalment finance companies and 
the small loan companies, their 


high growth is explained first because of the rapid 
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rate and the "once and for all" growth in consumer 
eredit as such, and this complete new field developed 
over a few years, and also because some of these 
companies were catering to borrowers who were not 
very interest sensitive. I think that once these 
innovations have been digested, and I think there 

is every evidence that in the field of consumer 
eredit they have been very susbstantially digested 
AoW the rate of growth will be very different 

than it has been in the past. 

COMMISSIONER MACKINTOSH: What about 
their attracting deposits away from the chartered 
banks? 

PROFESSOR NEUFELD: Well, of course, 

. in the short-run they don't really attract deposits 
away from the chartered banks, but in the long-run 
they certainly do, because what constitutes an 
appropriate money supply will in the long-run depend 
On the amount of non-bank deposits as well as the 
bank deposits in the country. 

I don't think that their ability to 
attract deposits away from banks is basedam the 
fact that they are non-banks, I think it may be 
based in part because the bank's flexibility is 
diminished by their limitations on what they are 
permitted to charge, and therefore what they are 
permitted to pay on savings' deposits, and in that 
sense they have an advantage over banks, but I 
don't think it is in the sense that the banks are 


directly controlled and the non-banks are not directly 
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controlled by the central bank. 

COMMISSIONER MACKINTOSH: You don't think 
there is any need, then, for any innovation of 
control in these sectors? 

PROFESSOR NEUFELD:. | I think it raises the. 
question as to what is a bank and what is not a bank. 

I think they have control over banks in 
the sense of control over the money Supply of the 
country, and this is very essential whether we do 
or do not have economic instability. 

Tne more the non-banks really 
become banks the more necessary wodvilduld be to 
extend control to them, but it does raise the 
whole issue as to whether they should really be 
called banks or not. 

COMMISSIONER MacKEEN:* You would suggest 
that the reserves, in the case of non-banks, should 
be applied as they are to chartered banks? 

PROFESSOR NEUFELD: I don't think that 
they should be applied at. present. My reason for 
Saying that is that I don't think they are yet 
sufficiently banks to be controlled in that way. 

Now, my view is that a bank is certainly 
a financial intermediary, and that a financial 
intermediary is a bank to the extent that it accepts 
deposits and to the extent that these deposits are 
used directly or indirectly as a medium of exchange; 
directly in the sense that cheques. can be written 


against them, and indirectly in the sense that 


they may be moved very freely into cash 
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or cheques or orders which are drawn: against chequable 
accounts, and the question really is do the non-banks 
have deposits of this kind zy sufficient size to 
Justify their being controlled. 

Well, before I can really answer that 
one, one has to make up ones mind in some sort 
of an arbitrary fashion as to what is a bank deposit, 
and I would think that the best criterion: one can 
use is the ratio of debits against deposits accounts 
for a given period of time, the turn-over of the 
deposits, and if over a 0-year period, or between 
the Bank Act revisions, the turn-over of deposits, 
Say, in trust companies is of a certain size -- 
Someone suggested one for one for a year, which is 
as good a number as any -- then I would say one might 
well consider putting cash ratio controls on these 
kinds of deposits. 

I think that one has to form a view first 

"bank" 
of all as to how important these deposits are, in.relatio 
bank deposits deposited with the chartered banks, 
. non-bank 

and how important are they within a given /institution. 
I think both are in the end arbitrary judgments. 
My own feeling is they are not -yet sufficiently 
important to justify the imposition of cash ratios 
upon them. 

COMMISSIONER MacKEEN: You take the very 
heavy proportion of so-called hot money --- 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER MacKEEN: --- which is probably 


increasing as time goes on, and that man goes to where 


to 


+ 


h 


} 
| 


| 
| 


Tia ‘ ; ; 7 7 
i ~ a ‘ , 


arvslet of, ore siisogsbh\ seedy anscésoant wot oF a8 Ifs to. 


7 
eis 


nits: ak el ne ; 
. . i", eA el ast Be ; 
ae 


fie 7 f ate 


o | ; 7 ne 
<tigeqed jned s et tetw od sa doldest yuerensge 2 = 
< mM ey 

‘RO ape NOtiesiuo Gesd ort ded sake? Bow J Bam 
n¢nijosos vdtesgeb Yentsgs etideb to oltat stitars We 


wu 
in 


ee ee 5 sanveg novits 9% 6 = 
| neewted vo {botrieg’ + Bay-O€ & «evo tf bis eeznoaeh 
<S3Deogen te <avemsired ait CHOLES SoA xKee 8 ts 

~~ 8828 aisoaso & te ef esivieqgmoo Sagty az se | 

at cohde “sey 8 fot sno set-eno Sedasggye eroenon 
ditghas ate Yse BLuew t tend nt ya of tedmm a boos aa ‘ 
scedy oo eLoxrsnco obtns Nessa gihiveg tebtenos Liew 

"ay 


.etiaoqeb to ebail 


pr1lt Waly Bro?) of asd one. tad slates 
WF i 
AHSG 


wy 
F 
ad 


ceived beveaitads. sit id bu pstteoged ede ntil sind d 


AOR oAGh 
Otdwbtvent. coves se atddiw weds bas insd1ogul wod bie 
avnemgouy, yttrtidts baossdd At din aitod atid I 
vitnefoitiae sey. ton sts. Yedy el gifiest awe em 
aoltat Haas "to AoOLd Peoeptis ‘ad? CIIavt at tnattogms | 

| Lmrertd “aoge, Z 

Gio" seit Qa7 voy Feige ‘mMLe!e MOD a 
aria! yonce tod bal ise-cs; te holJxoqozq veel 

-23¥ :COMUS ROSMMMORG, |: ee 


cidadowgeed sotaiw <-- we. ae agity 2 


ee ee” ee ee ee) eee aay» a ih home Py ae 


As Ne Neteeu Yong - 6750 - 

J Toronto, Ontario 

he can get the best interest rate and it wouldn't 
be approved elsewhere and the banks are to some 
degree precluded from catering to that market 
and the rates get high and therefore it oes into 
| non-banks. Would you say that the proportion is 


fairly heavy or enough to justify a reserve? 
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t PROFESSOR NEUFELD: Well, I would rather 
2 put the banks in a competitive position than 
3 *:) Impose additional controls on the non-banks. 
4 I think if we remove the 6 per cent interest ceiling 
5 the banks would have all the freedom that they would 
6 wish in competing with the other banks for deposits, 
7 and if that were done I do not think there would be 
8 any need to do anything else. ‘That is, as long as 
9 these deposits outside the banks do not get too large 
10 in relation to the total banking deposits in the 
il country. 
gi2 COMMISSIONER MacKEEN: Well, there is a 
18 statutory reserve of 8 per cent plus a so-called 
1 voluntary reserve of something more than that. 
> PROFESSOR NEUFELD: Yes. 
ZO COMMISSIONER MacKEEN: Which takes away 
4 from the liquidity of the bank? 
t PROFESSOR NEUFELD: Yes. 
- COMMISSIONER MacKEEN: And it has to be 
» maintained there? 
4 PROFESSOR NEUFELD: Yes. 
4 COMMISSIONER MacKEEN: Why would such a 
* thing be considered desirable in one case and not in 
4 the other? 
- PROFESSOR NEUFELD: Well, T ‘think nh va | 
ee desirable in the case of the chartered banks because 
4 their deposits are used extensively as a medium of 
exchange: that is why the 8 per cent is required. 
29 


The additional 7 per cent I do not think is required 


and I think should be removed. I think that the banks 
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Terente, Ontario 
are subjected to a degree of rigidity here which is 
not necessary at all for effective monetary controls. 
So again I would say instead of adding on rigidities; 
instead of making the two equal by adding to the 
rigidities of the non-bank institutions I would 
reduce the rigidities that are imposed on chartered 
banks. I do think the 8 per cent is, on balance, 
desirable because it does make the central bank's‘.task 
more straightforward. It is not necessary in theory, 
but the way things work out it does reduce variation 
in cash for the purpose of controlling the supply of 
money. 

COMMISSIONER MacKEEN: Well, for ali intents 
and purposes there is a 15 per cent requirement now? 

PROFESSOR NEUFELD: Yes, there is 15 per 
cent secondary and cash reserve ratio. I would say 
the 7 per cent ratio need not be there, and I think 
it serves no useful purpose. 

COMMISSIONER BROWN: In this same context 
of removing the restrictions on the banks that do 
not apply to the non banks, or putting the banks 


in a position to be more competitive, would you 


“express a view on the possibility of having different 


ratios for the different deposits; different types 
of deposits for the chartered banks? In other words, 
the savings deposits are the ones that are more akin 
to the near bank deposits? 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER BROWN: Say for the sake of 


argument you reduce the ratio in respect of them and 
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increase the ratio in respect of current accounts, this 
would mean the leverage factor might not be so great, 
and it might give easier control. Would you give us 
your opinion on this? 

PROFESSOR NEUFELD: Yes. My view is that 
in Canada because chequing is permitted against 
savings accounts, and because there is some transfer 
between the two during such times as the sales of 
Canada Savings Bonds, for example, for practical 
reasons it is better to have one cash ratio. 

Now, if the banks said that because they 
have such a high proportion of savings deposits that 
they do not require an 8 per cent cash ratio, I would 
be quite prepared to listen and say: Fine, if you 
really think that is true we will reduce the ratio 
to 6 per cent, because for the purpose of monetary 
control I do not think it matters at all. One 
could reduce it as much as one wished as long as it 
remained reasonably stable at whatever level is chosen. 
I think, not on theoretical grounds but simply 
on grounds of simplicity, that I would prefer one 
cash ratio, a cash ratio which, however, does already 
1e@ ere savings deposits and 


t the 
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There was a period when it was 5 per cent 
and the banks in effect on their own volition held 
around 10 per cent. Then it was reduced to 8 per cent. 


Since they of their own volition held 10 per cent, the 
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bankS' view of reserves needed for carrying their 
deposits was not very far away from the 8 per cent 
view. So, personally, I doubt that the bankers would 
argue -- they might, I don't know -- that 8 per cent 
is not low enough; if they argued that it should be 
lower, I think they should be listened to. 

COMMISSIONER BROWN: I think the proportion 
of savings accounts was less than it is now. 

PROFESSOR NEUFELD: There may have been 
Some minor changes, although we have also reduced 


the ratio to 8 from 10. 


COMMISSIONER HARROLD: I notice you have 
made some comment about the relationship between trust 
companies and banks. 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER HARROLD: Under present 
conditions what do you say is the problem about these 
links between the banks and the trust companies? 

PROFESSOR NEUFELD: I think the problem 
arises from the changing character of trust companies 
in Canada. Trust companies in many respects are 
acquiring the attributes of banks in this sense, that 
they now openly -- some of them do, certainly not all -- 
freely advertise chequing facilities, and they are 
competing for demand deposits. Also my view is 
based on my conception of the character of competition 
in a capital market, and in the Canadian capital 


market in particular. 


I think thatcompetition, particularly after 
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the turn of the century, has always been of two kinds; 
competition between particular companies within a 

given type of institution and competition between 

types of institutions. We have seen very substantial 
competition between instalment finance companies and 
banks as well as between different instalment finance 
companies. We have seen substantial competition over 

the years between loan companies and trust companies, 

and on the assets side of the balance sheet, substantial 
competition between life companies and mortgage companies 
and trust companies. So that always an important 
characteristic of our capital market has been competition 
between types of institutions. 

I think this is the kind of competition 
that might be compromised through too close association 
between different types of institutions. In this 
case I think that if trust companies were quite 
independent from banks we might find that they would 
indeed over a time become more and more and more 
competitive with banks which, generally speaking, 
would be a desirable trend of development. 

COMMISSIONER HARROLD: You do not see then 
some difficulty between the links or ties between 
finance intermediaries and non-finance intermediaries, 
big business organizations having the same objectives? 

PROFESSOR NEUFELD: No, I do not think 
that the difficulty -- if one confines ones attention 
to the operation of the capital market, I do not 
think the difficulties are nearly as great there 


as they are in the case of the association between two 
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types of finance intermediaries. 
2 COMMISSIONER HARROLD: You have an interestin 
3/ percentage figure for the size of the finance 
4] intermediaries at page 37. 
5 PROFESSOR NEUFELD: Yes, 
6 COMMISSIONER HARROLD: You use the 20 per 
7| cent figure. How did you arrive at that as being the 
8 reasonable size for any one finance institution? 
9| Is not the trend for more and more and more amalgamations 
10! and so on? 
11 PROFESSOR NEUFELD: Well, I think that 
12/ the trend in the case of most financialintermediaries 
13} except life insurance companies, has been towards 
14 fewer and nee companies. It was the case with 
15 chartered banks and it was the case with building 
16 Societies, as they became mortgage loan companies. 
17 it is the case with trust companies, and it is now 
18) even recently becoming the case with instalment finance 
19 companies. 
20 I would say this is an entirely desirable development. 
a1 Edo. think that.the optimum size sof va 
22 company might well be one which constitutes 20 per 


23 cent of the market. If you ask me how did I get that 


24 figure, I must admit shat it is not a very sophisticated 
25 one. ; the order of 
26 


magnitude, because I think it might surprise a lot of 
aq people that a company might have to have 20 per cent 
28 of the market to be efficient, and I suspect it is 
the case. But, I would not want the Commission to 


take the 20 per cent figure as, in itself, very significant. 
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I do think we must face the possibility that a particula 
financial institution must become very large, so all 

the more reason to encourage competition between types 
of institutions as well as between particular companies 
within a given type of institution. 

COMMISSIONER HARROLD: Well, then what 
would you say the test is as to whether it is desirable 
or undesirable? You suggest that it is desirable 
that there be mergers of smaller companies? 

PROFESSOR NEUFELD: Yes. 

COMMISSIONER HARROLD: But in fact it quite 
often happens that a large company takes over a small 
one? 

PROFESSOR NEUFELD: Or a large one another 
large one. 

COMMISSIONER HARROLD: Yes, and what would 
you say the test is as to desirable or undesirable? 

PROFESSOR NEUFELD: I would not apply any 
rigid test. I would eeee that no Minister of Finance 
is required to say that if the institution becomes 
larger than 20 per cent of the market amalgamations 
must be forbidden. I would just hope that generally 
the idea is sound, that concentration beyond some 
point is not desirable. This might well operate as 
between banks and finance companies and finance companies 
and life companies in that the government of.the day would 
exercise its good judgment in assuring that amalgamation 
does not go too far. I do not think I would put a 
Minister in the positinn of having to make a decision 


based on a formula. 
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COMMISSIONER MACKINTOSH: You are not 
suggesting that because we have elght banks we ought 
to have more amalgamations to level them off at 20 per 
cent each? 

PROFESSOR NEUFELD: No, I certainly do 
not suggest that we should, I do not suggest that 
Since we only have eight banks we should not have 
further amalgamations, but I think it might matter 
as to whether an amalgamation might be between the 
two biggest, or if it were between the two smallest, 
or one of the smaller ones and one of the biggest. 

COMMISSIONER HARROLD: You would not be 
in favour of an amalgamation between the two biggest 
at the moment? 

PROFESSOR NEUFELD: Essentially I would 
not favour such an amalgamation. 

THE CHAIRMAN: Well, with reference to 
your remarks on the -short term money market at page Bo. 
you suggest that there are quite a large number of 
bond dealers in the market, but you would not 
artificially restrict the number, but you do suggest 
that it may be that if all the money market dealers 
were required to meet higher minimum standards in 
their role of "jobbers" of money market instruments 
that the matter would take care of itself. Would 
you elaborate a little bit on that? I am not quite 
clear what you mean by that, or what really consti- 
tutes an adequate fulfilment of the jobbing function. 

PROFESSOR NEUFELD: Yes. I think an 


adequate fulfilment of the jobbing function would be 
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the undertaking on the part of the dealers to always 
make a market in money market instruments. I do 
not think that all money market dealers now at all 
times are in such a position. 

Also I think that access to the Bank of 
Canada is a valuable . privilege for which the Bank 
of Canada mutts rightly can demand some quid pro quo, 
and I think in this casethe quid pro quo is one of 
making a market at all times, and this would include 
being prepared to take 4 position at all times in 
money market instruments that are actively traded. 

Now, if I may be permitted just*to ¢o 
one step beyond this suggestion, I would say that 
this should not necessarily mean that other dealers 
Should not have the privilege of going to the Bank 
of Canada. I would say that the dealers that go 
to the Bank of Canada for the purpose of financing 
their short term position -- their money market 
securities -- should be confined to those Tulriliing 
jobbing functions, but that other dealers, and any 
dealer, perhaps, should have the privilege of going 
there but net at the same rate as money market dealers, 
but at rates that would be substantially higher than 
those that apply to money market dealers. 

I think there is something to be said for 
having the Bank of Canada act as a lender of last 
resort on some terms to a broad range of dealers. 
I think that if we wish to have a pliable, flexible 
and active short term money market we have 


to confine it to relatively few dealers, and I think 
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the only sensible way of confining it is to require 
them to meet certain standards. 

COMMISSIONER BROWN: Would you distinguish 
between being prepared to make a Paneer market with 
money market securities at all times and Reine prepared 
to carry an inventory at all times? 

PROFESSOR NEUFELD: I think that essentially 
it is a question of being prepared to make a meaket 
and to show by evidence of trading that a market has 
been made at all times. I think the matter of 
inventory is not quite as important. I think 2¢iis 
true that if inventories are inadequate it is obvious 
that the dealers cannot make a market if there are 
buyers. 

COMMISSIONER BROWN: Yes, but there have 
been times when dealers have been asked to carry 
inventories when they thought the market was going in 
@ positive direction, and while they were prepared to 
quote themselves short they were not prepared to 
carry a positive inventory. I am just asking you 
if you are prepared to make a distinction between 
those two qualifications. 

PROFESSOR NEUFELD: Well, I do not think 
I would make a very sharp distinction, because I do 
think there is a tendency now for dealers under 
conditions of stress to forget their cau function, 
SO that on occasion the market tends to disappear. 

So that I think that while I would not wish to apply 
rigid inventory requirements on them, I think as a 


Matter of course if they are making a market they have 
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to be prepared to buy even in a falling market at 
some price. 

THE CHAIRMAN: You also mention scrutiny 
of the paper which comes into the market. 

PROFESSOR NEUFELD: Yes, 

THE CHAIRMAN: And you Suggest that perhaps 
the scrutiny is not adequate. Is there any evidence 
that there is a significant problem in respect of 
the quality of commercial paper in Canada? 

PROFESSOR NEUFELD: I think that this 
evidence does not normally appear, as long as things 
are going along reasonably smoothly. I think that 
there in fact have been one or two cases where paper 
in the market has almost caused some difficulty. I 
cannot really say that it has proved to be a very 
big problem. i censnk though. Gia - development 
of the last three or four or five years -- one 
development of the last three, or four, or five years 
in the capital pare nee been the growth of short 
term paper. This is not merely money market paper, 
but short term borrowing on the part of many 


institutional borrowers, 


When such short term borrowing occurs outside 
the banking system it sometimes occurs without adequate 
Scrutiny. While I cannot say for a certainty that 
unless these credits are more closely scrutinized in 
future than they have in the past there will be 
difficulty, I have been worried several times when I 


have inquired as to the routine which is followed in 
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checking the credit rating of paper which is dis duoeneTe 
distributed, as to exactly the value of the scrutiny 
that 1s carried out. I think that the matter would 
be solved at least to a degree, if any money market 
dealer who has the facilities of the Bank of Canada 
is required to: show that he in effect has adequate 
machinery fortinvestigeting the credit rating of ‘the. 
Short term borrower whom .he is. accommodating. 


I do not think it is adequate at present in all cases, 
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1 THE CHAIRMAN: Well, any dealers that are 
| 2 acting in the role of Jobbers, wouldn't you expect 

3 that naturally they would scrutinize the paper? 

4 PROFESSOR NEUFELD: Well, much of the 

5 paper goes through the short term market on an other 
than jobber basis. 

THE CHAIRMAN: Yes, but you are suggesting 
on the one hand, I assume, that the Jobbers' function 
be extended so that it more fully covers the market. 

PROFESSOR NEUFELD: Yes. 

THE CHAIRMAN: If that were so, it would 
be a pretty good guarantee that erat had been reasonable 
scrutiny of the paper? 

PROFESSOR NEUFELD: I think that is true. 

THE CHAIRMAN: Jobbers taking the position 
themselves would naturally be interested in that. 

| PROFESSOR NEUFELD: Yes. 

COMMISSIONER BROWN: I am wondering if this 
is putting a penalty on ae jobbers who are using the 
money market facilities; in other words, putting a 
penalty on money market brokers in that this commercial 
paper 1s also dealt in by people who are not members 


of the money market? I zrant a greater volume 


dealing with the 

BS | re other 
~| dealers who are not in that group or who have connections 
with commercial enterprises that borrow on the short 

term market, and you are putting a penalty on the 

one group and leaving the others able to operate 


Without having to put their method of operation under 
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1 the eyes of the Bank of Canada? 
2 PROFESSOR NEUFELD: I think this penalty 
3 would be offset by the fact these institutions would 
4 have access to the Bank of Canada through purchase 
5] resale agreements on a more favourable basis than 
6| the other dealers. 
7 COMMISSIONER BROWN: Yes, but they have that 
8 only on the money market instruments. 
9 PROFESSOR NEUFELD: Yes, on the money market 
10 instruments. 
11 COMMISSIONER BROWN: And they would not have 
12 it on this commercial paper -- unless you propose this 
13| be extended so that they in time do develop into formal 
14) acceptance houses. 
15 PROFESSOR NEUFELD: I think in time there 
16] would not be any difficulty in extending it. to 
17) commercial paper. pail Although I think 
18 at the present time the dilemma you state is a real 
19] one, I think it would be in ae offset by the fact that 
cheaper 
20 Money market dealers would have/access to the money market 
dealers 
21) through the Bank of Canada. I think 14/would account 
22 for a very large portion of the total short term paper 
23 placed,and I ae the rest would soon be regarded as 
24]; sort of fringe activities, and if these 14 dealers, in 
25 fact, were required to establish credit appraisal 
26 machinery of a formal kind, I think it would not 
27 be long before it would be recognized that this 
28 is the responsible way to do it and that dealers who 
29/ were not doing it probably should not be dealt with. 


J} I think it is impossible to lay down formal requirements. 
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I would think it can be done only in terms of the 
requirements for having access to the Bank of Canada. 

THE CHAIRMAN: What is your view of the 
provincial issues in parity bonds? 

PROFESSOR NEUFELD: I am a bit frightened 
over the substantial growth in parity bonds and other 
forms of demand instruments because there have been 
periods in the past when; such short term financing 
has suddenly caused difficulty. It may be that the 
future will be kinder to the country than the past 
has been; I don't know. inecertaini y would not on 
principle be against the use of some demand money, 
but I think that the people who are issuing demand 
money should be perfectly aware of the fact re 
have been occasions in the past when excessive short 
term borrowing has caused difficulty for them. 

THE CHAIRMAN: Towards the end of your 
brief you Suggest that insurance companies might be 
persuaded to purchase nore in the way of equity. stocks 
and, in fact, to assume underwriting responsibilities 
under certain circumstances. Insurance companies 
have been before us and this problem was discussed to 
Some extent. ‘ They. are sentaps mildly interested, but 


I think they consider their main function is to 


make y holders will be fully paid, 
that that 4s their main function, and any dealings 

in equities are regarded as a minor activity. You 

7 suggest that perhaps they might be induced to change 
- their attitude: why would you suggest that they get 


a into that form of security? 
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PROFESSOR NEUFELD: Well, I suggest it in 
part because I disagree with their interpretation of 
their function. I think their function, in the case 
of Sock companies is to maximize profits, and in the 
case of mutual companies to maximize dividends to 
participating policy holders and to ninimize the 
cost of premiums. I think if this is the criterion 
they choose they should have been in stocks to a 
greater Beat than they have been. Their profit 
experience would have been better had they been in 
stocks than it has been because they have decided, 
rather, to choose as their criterion their meeting 
of obligations in the moe of account. i think,. also, 
it has not always been this way in Canadian life 
companies -- at least, part ioutan companies did 
not always operate this way. The participation of 
Canadian life companies in equities has a rather 
exciting history. This practice was rudely shaken 
in the thirties. | 

THE CHAIRMAN: Perhaps if they had kept 
the equities they had at that time they would have 
Bained by it in the long run. 

PROFESSOR NEUFELD: I think there is no 
doubt, if one went through that exercise, that the 
Particular companies that unloaded their equities 
would today be far better off if they had kept them. 

Several things have happened that worry me: 
first, the life company investment officers are unduly 
influenced by this really earth-shaking depression 


of the thirties; and secondly, having lived under the 
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guiding hand of the life insurance Supervisors for such 
a long time, they have now become more conservative 
than the government Supervisors, and it may well be 
that it has been this restrictive hand -- not merely 
in terms of ratios, because they haven't come up to 
ratios -- but merely the sentiment expressed on 
every occasion,relating to risk investments by life 
companies. The sentiment expressed by the official 
authority has finally convinced the life insurance 
investment officers that he indeed is right, and I 
would say probably Meviis notarights) and that they 
should not accept the sentiments of the official 
controllers as seriously as they have done. 
COMMISSIONER BROWN: Their argument was 
based in large part on the fact their reserves are 
Somewhere in the region of 6 per cent of total assets, 
and if they went up to 15 per cent in equities, and 
there was a 30 per cent drop in the market, and if 
this came about at the end of the year when devaluation 
had to take place, 30 per cent of the 15 per cent 
would make quite a hole in their reserves. Perhaps 
you have something to offer about a better or more 
acceptable way of valuation so this would Dey be a very 
large factor. 
PROFESSOR NEUFELD: I am not sure whether 
the life companies are not overdoing that argument, 
because they did for a period operate with higher 


equity ratios than they have now. 
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1 If they are not overdoing the argument I would 

2 certainly be in favour cf a change in the Way reserves 
3 have to be computed rather than compromise on the 

4/ issue of their participation in equities. I agree 

5 that their reserve evaluations must be somewhat 

6 different from those of the life companies in the 


7 United Kingdom, but I would also say that if that 


8 is so it would be better to remove the obstacles 

9 than to permit them to continue with this almost 

10 insignificant participation in equity financing. 

11 THE CHAIRMAN: You put this proposition on 
£2 the ground that it is their duty to their shareholders 
13 or policyholders, as the case may be, to produce 

14 the greatest possible profit to be distributed to 


iS the parties who are entitled to it, and they are 


16 not doing it. 


17 PROFESSOR NEUFELD: That is right. 

18 THE CHAIRMAN: You do not put it on the 

19 ground that in the general tatereet or the economy 

20 as a whole that more equity money is required in 

21 many respects; this is one possible source of equity 


money that has not been fully exploited. 

PROFESSOR NEUFELD: I think there are people 
who are somewhat worried about the loss to foreign 
owners tanadian companies. 
While I, personally, am not nearly as upset about 
this as many people are, I can only suggest that if 
indeed this is the case, and if this is undesirable, 


it may well be because the largest of our institutional 


investors are ignoring, not entirely, but to a 
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Substantial degree, that kind of investment. It 
would, in other words, satisfy my feeling that life 
companies should maximize Reetee to policyholders 
and shareholders, and it would also probably to 
some degree satisfy those people who would prefer 
to see a higher ratio of equity ownership remain 
in Canada. 

COMMISSIONER MACKINTOSH: There are, however, 
two considerations, and Tedonite think one should 
say that it was necessarily bad judgment in the 
gas four or five years for life insurance companies, 
having regard to higher mortgage rates, bond yields, 
to put most of their new money into those fixed 
yield securities. It was a matter of judgment. 
I don't think you could necessarily say their judgment 
was unreasonable. Prior to that they did put some 
Significant amount into equities. I think you will 
find the same thing if you examine their small equity 
portfolios; you will find a large proportion of 
American stocks, on the grounds that the small 
supply of Canadian equities has been bid up to 
a height where it was more profitable to buy American 
equities. 

PROFESSOR NEUFELD: I am not overly 
concerned each the matter of foreign ownerships, 
so L eee cat worry about that. However, on your 
first point, as to the rate of return, in the 
brief of the Life Officers Association they show 
rates of return on various kinds of investments 


over a 10-year period, and they also show what they 
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call the investment expenses ..... relating to each type. 
In nine out of ten of those years the highest net 
rate of return was on stocks, and only in one 
year was the rate of return on stocks as low as 
it was on mortgages. So, I suspect that on a yiéld 
basis the life insurance companies have foregone 
their most profitable form. of investment. 
COMMISSIONER MACKINTOSH: What were the 
ten years? 
PROFESSOR NEUFELD: 1951 to 1960,I think 
it was. | 
COMMISSIONER MacKEEN: Does your opinion 
also apply to pension funds? 

PROFESSOR NEUFELD: My general 
impression is -- and I cannot speak with as much 
feeling as I do in the case of life companies, because 
pension funds are much more difficult to come to 
grips with -- my general impression is that the 
laws governing pension funds have been written 
by the samenpeople who wrote the Insurance Act. 

COMMISSIONER MacKEEN: The need 
there may be even greater because of the increase 
in salaries and wages as the years go on, and the 
ultimate pension may be greater, whereas with the 
life companies it is a fixed return on an actuarial 

basis. 

PROFESSOR NEUFELD: I think the 
pension funds warrant exceedingly close attention 
because they are the kind of fund that will grow 


and grow and grow. They are different in that sense 
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from particular financial institutions which typically 
Grow very quickly and then level off. I think this 
may not be the case with pension funds and I, therefore, 
quite agree their importance ini future is likely 
to be very great. 
COMMISSIONER MacKEEN: What I had in 
mind was that a fairly common basis for a pension 
is, we will say, the average earnings of the last 
five years of employment, and that amount becomes 
greater when the pensioner reaches pensionable 
age, and it destroys the value of any actuarial 
basis; so that a growth in the investments in such 
a fund is important. 
PROFESSOR NEUFELD: I agree. 
THE CHAIRMAN: Thank you very much, 
Professor Neufeld. We appreciate your presence here, 
and the discussion has been most helpful to us. 
PROFESSOR NEUFELD: Thank you. 
THE CHAIRMAN: We will adjourn now until 
tomorrow pone at 9.15 when we will hear a submission 
from the Superintendent of Insurance. 


--- Adjournment. 
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Gentlemen: 

This submission is limited to a consideration 
of consumer credit contracts and the need for 
legislation requiring that those who extend consumer 
credit disclose in the contracts all necessary 
information respecting finance c-arges, 

The Consumers' Association of Canada is a 
national non-profit, non-political organization with 
membership open to any resident in Canada. A major 
aim of this organization is to provide consumers 
with protection over the widest possible area of 
consumer goods and services. Our economy is gradually 
moving from a cash economy to a credit economy. 
Consumers are increasingly complicating their pur- 
chasing decisions by buying on credit terms without 
all the factual information necessary to use credit 
wisely. For this reason, and for the third time, 
we supported the aft clei See a disclosure bill as 
presented by Senator David Croll, In January 1962, 
Semater Crorr ‘presented hisy thigd ba ly Bil PuS= 2s) Gan 
act to make provision for the disclosure of information 
in respect of finance charges), 

Consumers have the right to know exactly 
the total amount of finance charges in dollars and 
cents and in terms of simple annual interest when 
entering into a credit contract. Without this infor- 
mation, consumers have no standard by which to make a 
rational business decision. Hon. Paul H. Douglas, 
in his speech on the "Truth in Lending Bill" $1740 
before the American Congress, April 27th, 1961, 
quoted the following from Dr. Theodore 0. Yntema, Vice- 
President in charge of finance of the Ford Motor 


Company, while testifying during the Senate hearings 
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1 on automobile financing: 
2 "The variety and complexity of finance and 
3 insurance arrangements and the charges for 
them are such as to almost defy comprehension 
; It is impossible for the average buyer to 
. appraise the rates for the finance and 
6 insurance services offered, as compared with 
7 alternatives available elsewhere." 
8 During the debate on Senator Croll's disclosure bill, 
9 it was argued by Senator Hayden (Senate Hansard, page 
10 265, 1962) that many people were not interested in the 
cost of the loan: 
4 "That while they have money they will 
- spend it to the extent that it will give 
is them everything they want to enjoy," 
14 We grant that this statement holds true for some 
15 consumers. ,Nevertheless, our ,position.is.clear, <- 
16 consumers have the right to full information. Whether 


7 or.net sathey..all.use it 19 irrelevant. pbvenaif only a 


minority of consumers use the information, the effect 


F will be important and culminative. 

- Consumer spending totals over twenty-tw9 billion 
mn dollars per year. An official of Industrial 

21 Acceptance Corporation stated at our recent Consumers' 


Conference that presently in Canada there is a grand 


eoutstanding total of consumer credit of 4.6 billion 
dollars. Trade and Industry recognize that the consume 
is at the very source of his prosperity or failure. 
Much of our purchasing is "blind buying". Th be 
intelligent consumers we require full information in 
eredit contracts and the assistance of standards and 
accurate labelling. The importance of informed 
consumers is underlined by President Kennedy's 

widely quoted statements in his message to Congress 


concerning his Consumers' Protection and Interests 
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Programme. He stated: 


A AS 


"We nevertheless cannot afford waste in 


consumption any more than we can afford 


inefficiency in business or government." 


Later he said; 


"Tf the consumer is unable to choose on an 


informed basis, then his dollar is wasted, 


his health and safety may be threatened 


and the national interest suffers, On the 


other hand, increased efforts to make the 


best possible use of their incomes can 


contribute more to the well-being of most 


families than equivalent efforts to raise 


their incomes," 


Those engaged in the business of 


extending credit have stated that disclosing the 


total cost of a loan in dollars and cents is suf- 


ficient information for a borrower without giving 


a valid percentage calculation. We submit a hypo- 


thetical case depicting an average situation. A 


housewife is shopping for a chesterfield. Her choice 


is narrowed to two chesterfields in stores A and B, 


Store A 
Cash Price $350.00 
Down Payment 30,00 
Unpaid Balance 0, 
Monthly payment 

for 2 years $ 15.60 


Total money paid $374.40 
Cost of Loan $ 54,40 


Rate of Charge 16.3% 


Store -B 

Cash Price $315.00 
Down Payment 30.00 
Unpaid Balance $285.00 


Monthly payment 

for 2 years S ah, 25 
Total money paid $342,00 
Cost of Loan S$ 57.00 


Rate of Charge 49.2% 


The formula used to compute this rate of charge is 


widely used by many organizations. It was one selected 


by the Federal Reserve Board of the United States 


of America and is the formula Consumers' Association 


of Canada used in the small brochure "Credit Costs 
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Money" which was distributed to ace members, 

i) equals rate of charge 

m) equals number of Payments in one year 

n) equals number of payments to discharge 

debt 

D) equals charge in dollars 

P) equals principal or cash advance 

i) equals 2mD 

P(nt1) 

Whenever the amounts or maturities vary 
in considering a loan, a percentage rate is necessary 
for intelligent comparison. Since the cash prices 
varied in the above example, the need for the percentag 
rate is demonstrated, With the above factual informatidn 
the consumer is equipped to shop for credit and to 
make a choice suitable to her circumstances, 

According to a Montreal press release coverin 
a recent "Canadian Consumer Credit Conference", it was 
predicted that by 1970, 70% of department store and 
variety store sales will be done on.a credit basis. 
The use of credit in purchasing consumer goods is no 
longer limited to low income groups. A. W. Troelstrup 
presented a paper at the Eighth Annual Conference on 
Consumer Information in April 1962. He told of a 
Survey conducted by A. C. Spectorsky, the sociologist, 
among families in a prosperous New York suburb, all 
the families were supported by salaries between 
$12,000 and $30,000 per year. He found that the 
average family covered in this survey spent 40% more 
than their income. Spectorsky and Troelstrup go into 
the probable causes of this situation, which though 
interesting, are not pertinent to this submission, 
Whatever the reason, consumer credit appears to be 


the most effectove of all sales promotion schemes. 
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Opponents of disclosure of cost of financing 
including "the rate of charge" raised two main 
objections to meeting this requirement. The first is 
the difficulties of computing financial charges in 
terms of a percentage calculation. We are aware 
of the complexities of this problem. Our organization 
strongly endorses the solution offered by Bill S-2 
which would provide that the Government of Canada will 
control the manner of calculations and degree of 
aecuracy necessary in computing finance charges 
and calculating the simple annual interest rate to be 
shown in contracts. The difficulties were ably shown 
by Mr. E. F. K. Nelson of the Canadian Retail 
Federation in his submission to the Senate Banking 
and Finance Committee on July 14, 1960. Senator 
Bouffard, in Senate Hansard, February 22nd, 1961, 
in Appendix C, submitted a bewildering array of 
formulae. Statisticians and economists have debated 
this matter for years. Professor E, PW Neufelt of the 
Political Science Department of the University of 
Toronto said at our recent Consumers' Conference, 

"Reducing consumer ignorance over the 

nature of consumer credit contracts is 

not merely desirable but highly necessary." 
He stated that there are difficulties in computing 
such rates but the per annum rate need be correct 
only to about 1/2% or 1% to serve the purpose of 
enlightening the consumer and that avoiding unneces- 
sarily complicated instalment arrangements would 
reduce computing difficulties. We note in Senate 
Hansard of this year on page 437 a copy of a letter 
from R. G. Staunton, Chairman of the Department 
of Mathematics, University of Waterloo, The letter is 


written to the Toronto Daily Star and states that 
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1 mathematically it is quite possible to calculate 
2 effective intérest rates and tabulate them for the 
3 layman's use, 
4 The second reason posed for not revealing 
: cost of loans giving a valid percentage rate is that 
reputable credit granting organizations would be 
: forced to quote very high rates for small short term 
a loans. We believe that this is a matter for consumer 
8 education, Informed managers of the family income 
9 Should know that the cost of consumer credit includes 
10 the cost of opening the account, investigation, 
11 collection and bad debts. These costs differ little 
‘o from big loans to small short term loans and therefore 
such small loans carry a comparatively high percentage 
ws charge. Armed with this information, the consumer 
-” can judge the value of the service against the cost whe 
15 buying and borrowing. 
16 Senator Croll, while supporting Bill S-2 
17 in April 1962, reported that this problem of the need 
18 for informed consumers regarding the cost of credit 
19 was dealt with in the Royal Commission on Canada's 
Economic Prospects. 
g In the Volume "Financing of Economic Activity in 
si Canada" on page 196, we find: 
+ "We are however concerned with one aspect 
23 of this matter. This is the burden imposed 
24 on the economy by the consumer's 
25 ignorance of the costs of the money he 
26 borrows." 
Then again on page 439: 
0 "The insensitivity of consumer borrowers 
“a to the costs of funds may be impossible 
- to overcome but as we suggested in Chapter 5 


30 we should at least take steps to ensure 
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"that individuals are informed of the 
rate of interest they. are required to pay." 
Later in the volume: 
"It may be necessary to exercise Parliament's 
jurisdiction over matters pertaining to 
rates of interest and pass legislation 
requiring uniform clear announcement of 
the rate of interest charged on loans to 
consumers in terms of some common formula." 


In closing, our organization is 


confident that three objectives which are valuable 
to Canadian welfare would issue from legislation 
making full disclosure of finance charges obligatory 
in all credit contracts. 


1. Consumers would use their purchasing power 


more efficiently. They would have greater 

confidence in the integrity of those 

engaged in credit financing. Citizens are 

coming to view with some suspicion the 

withholding of any facts pertinent to their 

business as purchasers of consumer goods, 

as Competition in the credit finance business would 
be stimulated. The Consumers' Associatiagn 

of Canada believes that our high standard 

of living is protected by competition in our 

economy. Senator Douglas in his speech 

to Congress April 27th, 1961, quotes from 

one of the witnesses supporting his bill: 
"Annual rate disclosure is part and 


parcel of purest classical economics 


and the basic principle of the free 
enterprise systems -- the rational informed 
many, buying in the free market place 


with full knowledge of prices and 
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1 _ making a decision which is best for him 
and therefore best for the whole economy," 
3. Such competition would spur credit finance 
businesses to greater efficiency and so 
reduce the cost of this service. 
Respectfully submitted 


6 on behalf of the 


7 Consumers! Association of Canad 
8 (signed) Jean S. Wilson 
Mrs. Ve We G, WEleon 


Chairman, 
Committee on Consumer Credit 


August 1962 
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2 
3 From:- Edward P, Neufeld, 
Department of Political Economy 
4 University of Toronto, 
Toronto, Ontario. 
5 
6 


onourable Dana Porter, L.L.D., 

7hairman, Royal Commission on Banking and Finance, 
7. Box.1502, 

g Postal Station "B", 
ttawa, Ontario, 


7 ear Sir: 

si I am pleased to enciose my Submission to the Royal Commission pn 
11 anking and Finance, I include in this letter a brief summary of my be 
12 


ecommendations and suggestions, all of which are submitted in my personal 
13 apecity. The writer appreciates the honour of being given an opportunity|to 


14 bresent his views in this way. 


15 
The Submission is composed of two main parts, the first dealing 
16 
ith the problem of economic instability, the second with the functioning 

17 

jof the capital market. Recommendations are lengthy and so are not fully 
18 

ncluded in this outline. 
44 
20 PART ONE 
1 THE PROBLEM OF ECONOMIC INSTABILITY 
22 


» The Tasks of Economic Stabilization Policy 


q (2)° Objectives 
= Only through the development anid use of effective control 
y - techniques and through co-ordination of the various 
; % techniques will we eventually be able to determine what 
5 . . . 
; 27 economic objectives can be achieved. With this in mind 
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the Government of Canada should establish an economic 
stabilization board or committee, composed of repre- 
sentatives of the various government departments and 
Bank of Canada, with a permanent Chairman and re-_ 


search staff and with specific tasks to perform. 


In a general way it may be said that economic stabili- 
zation policy should have as its objective the achieve- 
ment of a low level of unemployment, a high rate of 
economic growth, relative price stability, and an 
equitable distribution of the costs which are inflicted 
on individuals by any economic instability which it 
has not been possible to remove -- all within the 
framework of techniques which interfere as little 

as possible with the efficient functioning of the 


capital market, 


Nature of Canada's Economic Instability 
and 
Specific Tasks of Stabilization Policy 
The nature of Canada's economic instability ig such 
that those responsible for implementing stabilization 


policy should regard themselves as being faced with 


the following tasks: 
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(a) to control cyclical spending in the private 


sector in general; 


(b) to ensure that particular sectors do not 
become so volatile as to produce harmful 


economic distortions; 


(c) to increase the mobility of labour and capital, 
particularly between the public and private 


sectors of the economy; 


(d) to improve the flow of information to the 
private sector of the economy so as to re- 
duce instability arising from business de- 
cisions based on incorrect or incomplete 


information; 
(e) to deal specifically with "cost-push" inflation; 


(f) to help ensure that the costs imposed on 
individuals by economic instability which 
it has not been possible to remove are borne 


equitably. 


Il, Techniques of Economic Stabilization 
(1) Monetary policy, fiscal policy, and debt management 
have been less than adequately successful in the past 


because of insufficient co-ordination between them, 
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1 

2 

3 because of their being insufficiently flexible, 
4 because their implementation has resulted in 
5 unnecessary but significant disruptions to the 
6 smooth functioning of the capital market, 

7 because of uncertainty surrounding the direc- 
8 tion which official policy has appeared to be 

? taking, and because of the rigidity of certain 
” institutional interest rates, 

11 

12 Recommended improvements in techniques in 
13 addition to the already mentioned formation of 
14 an economic stabilization committee or board 
15 are: changes in the Bank of Canada Act which 
16 would clearly indicate that the Minister of 

17 Finance acting for the Governor-in-Council is 
18 responsible for monetary policy at all times, 
19 as well as being responsible for fiscal, debt 
20 and excharge rate policies; improvement in 
21 the quantity, quality and timeliness of econ- 
22 omic indicators; use of fiscal policy and debt 
23 management as a supplement to monetary 

24 policy in controlling the supply of money; im- 
25 provements in the lines of communication 
26 between "Ottawa" and the capital market and 
27 in the market expertness of those implementing 
28 

29 


30 
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stabilization BSitee re-introduction of a 
"fixed'' Bank Rate; removal of the ceiling 
on chartered bank lending rates; more de- 
tailed reporting of central bank operations 


and decisions. 


It is our view that additional techniques 

for controlling bank cash, such as a sys- 
tem of special deposits are unnecessary; 
that additional controls for economic 
stabilization should not be imposed on non- 
bank financial intermediaries; that any 
further separation of decision-making re- 
lating to monetary and debt management 
should be avoided; and that the Bank of 
Canada should continue to function as a 
separate entity and not as part of a depart- 


ment of government, 


(2) Supplementary techniques should be available 
to influence, if necessary, the particularly 
volatile sectors of business capital spending 
and spending on consumer durable goods; 
variable depreciation allowances should be 
used with flexibility; and means should be found 
to vary down-payment and repayment provisions 


of consumer credit contracts. 
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(3) The Government of Canada should take the 
initiative in encouraging provinces to adopt 


anti-cyclical capital spending plans. 


(4) Business should be supplied with improved 
statistical information relating to the state 
of industrial capacity and the behaviour of 


inventories, 


(5) The proposed economic stabilization board 


should develop statistical data which would 
serve as guide ines to wage settlements 
and pricing policies in industries whether 
adequate competition on one or both sides 


of the bargaining table is absent. 


PART TWO 
FUNCTIONING OF THE CAPITAL MARKET 


The basis of the functioning of the capital market should cen- 


inue to be the inter-play of competitive forces, Obstacles to effective 
ompetition should be removed. Solutions to market deficiencies shou d, 
possible, be of a kind which improve rather than supplant the opera- 


ion of the market, 


5 9d? sast bivoia sbaneD to Inemrevod eft (&) 


=e, tobe of gsoniverg yrigetuoons at svitetiat 


enelg gnibasge iptiqss Inolfoyo-lins © | - 


bovorqait Atiw heifqqua ed bivota aaentavH (4) 
stsia odt of ysitsisi coftisarrotar Isoiteiteta 
Yo awoivedsd oft bas yiosqeo Isixieubni To 


,estroinevat 


bisod soltestlidsie oimomoos bsgogotg siT {@) 
blyow doiriw sish indepeenti goloveb bluodea 
ainomolitse susw ofc anced sbiuy as avree 
sedtoudw aolidepbat a esiotiog yrioiig bis 
asbie dtod +o sno no noitiiegmaros sisupsds 


singads si sidst gniniagiad ost to 


OWT THAT 


TAHAAM JATISAD FHT FTO OVIMOLTOWUUT 


| “00 biyore totzgor Istiqgo oft to gninottonnt off to etaed onlT 
, WSs 
ovitootte of aslostadO § .asotot svititsqmioo to yslqeisini ot ed of oust 


wer 
f 


b yoda astonstotish teaiemi of anoftufoe .bavomre: od bivora noitiisqmot j 


~sisqo ont jasiqqua nent tadist svorgeti doidw batd s 40 ed .sidiaaog i 7 
- 


jeazem orlt to oi) a 


af { 


i. 
-~s 
ioe * 
t 


Nethercut & Young AS 


Terento, Ontario 


(1) It is possible that competition over the long-run period 
would be improved if banks were sronmited from hold- 
ing more than a nominal amount of the equity of partic- 
ular trust companies, and if directors of trust 
companies were precluded from becoming sineotore of 


chartered banks, 


Amalgamations and mergers between smaller 
financial institutions should be permitted but not 
those which increase the share of the market of 


the already very large institutions. 


(2) Minimum standards of the 'jobbing" performance of 


money market dealers should be raised, and measures 


should be taken to ensure that credits utilizing the 
facilities of the short-term money market are scru- 
tinized as closely as are customers of the chartered 


banks. 


(3) Retaining ownership of Canadian industry in Canada 
might be enhanced if the investment policies of life 
insurance companies were more venturesome, and 
perhaps if the capital available for underwriting was 
increased, Term lending by banks should not be dis- 
couraged and debt and equity financing should be 


Placed on an equal basis as far as income taxes are 


concerned, 
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(4) Fiscal difficulties of municipalities should not be 
remedied by changes in the capital market. A 
system of credit rating for municipalities should 


seriously be considered, 


(5) Government credit institutions should be required 
to make available information which would enable 
an ''outsider'' to judge whether or not they are ful- 


filling their originally assigned role. 


(6) The Canadian Bankers! Association, the Investment 
Dealers' Association and the Dominion Mortgage and 
Investments Association should expand their activities 


to include a continuing appraisal of alleged deficiencies 


in the capital market and should encourage the adoption 


of remedial measures. 


Yours sincerely, 


EP Ibfell 


E. P. Neufeld. 
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PART ONE 


THE PROBLEM OF ECONOMIC INSTABILITY 
Ea eS INSTABILITY 


The problem of instability in Canada's rate of economic growth and 


eneral level of prices is neither transitory nor short-run; its presence 
as been statistically documented for a period covering rie decades 
nd there is little doubt that it has adversely affected the country's long- 
n rate of economic performance, It cannot be disputed therefore that 
determined effort to improve our ability to cope with the problem is 
ully justified, It is within this context that the role and operation of 


he Bank of Canada must be discussed, 


- The Tasks of Economic Stabilization Policy 

Before it is possible to make useful suggestions for improving 
ur control techniques it is necessary to form rather specific views on 
1) the objectives to be sought and (2) the nature of the problem of econ- 


mic instability, and (3) the specific tasks of stabilization policy, 


(1) Objectives of Economic Stabilization 
There is now general agreement that the objectives 
of stabilization policy should be to maintain relative 
full employment, to ensure adequate stability in the 
general level of prices, and to permit, indeed en- 
courage, the economy to expand at a maximum 


sustainable rate of economic growth, There is no 


general agreement as to the numerical interpretation 
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(1) 


Objectives of Economic Stabilization (cont'd) 

of the words "relative", "adequate", and 

“maximum sustainable" that should be accepted 

by the policy maker, Disagreement in this 

respect, however, reflects less a varying 

social consciousness among those expressing 

an opinion on the matter than it does the absence 

of concrete evidence of the extent to which the 
aforementioned objectives can be achieved with- 

in the framework of a mixed free enterprise economy. 


We simply do not know what can be achieved, 


It seems foolish therefore to present the policy 
maker with precise instructions as to the amount 
of unemployment that is tolerable, the degree of 
movement in the general level of prices that is 
acceptable, and the rate of economic growth which 
he should help to achieve, But there is every 
reason to expect the policy maker to explain in 
detail what he has done in attempting to achieve 
economic stability and to indicate how successful 
he has been, what problems he has encountered 
in attempting to fulfill his role, and where in his 
view further improvement lies. Only through 


persistent appraisal of the problems facing the 
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policy maker, of the effectiveness of Hig control 
techniques and the success of his policies, will 
continuous improvement be made in meeting 
price, employment and output objectives, Con- 
tinuous improvement cannot come from a once- 
for-all examination of the problems, techniques 
and policies, however thorough and incisive that 
examination may be. There is also great and | 
obvious need for close cooperation and consultating 
On a continuing basis for reason of policy and 
policy implernentation among the various govern- 
ment departments and the Bank of Canada - a 


point to which we shall refer again, 


RECOMMENDATION: 


The Government of Canada should establish a permanent economi 
stabilization board or committee composed of representatives frora th 
relevant government departments and the Bank of Canada, and assiste 
by a permanent chairman and research staff, which should be resnons: 
ible for appraising the problems of unemployment, inflation, and 
economic growth; for appraising the effectiveness of and planning the 
coordination between current monetary, fiscal (i.e. economic policies 
and programmes of all government departments), debt, and exchange 


rate policies; for seeking improvements in stabilization techniques on 
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policies; and for making recommendations to the government of the day. 
A detailed report of the work and findings of the board should annually 


be tabled in the House of Commons by the Minister of Finance, 


One aspect of the objectives of economic policy is too often ignored, 
primarily because statements of objectives frequently appear to assume 
that full employment, price stability, and high economic growth can 
permanently be achieved if only appropriate policies are pursued, W 
have already suggested that only through persistent appraisal and im- 
provement will we finally determine what can be accomplished in this 
respect, But for the present we must accept the fact that periodically 
not all people who wish to work will find work. If this is accepted, 


then what should be the objective of the policy maker? 


We would suggest that in a certain sense involuntary unemployme 


is a cost of retaining the basic elements of the existing economic orde 
Because this cost falls heavily on a small portion of the working popu- 


lation, government policy should ensure that it is borne equitably, 


Much, of course, is already being done to accomplish this objective, 
and we mention it here for two reasons: first, to emphasize that the ob- 
jectives of economic stabilization must become more complex if it is 
assumed that desirable employment, price and growth objectives can- 
not always be met; second, to suggest that if the social costs and there- 
fore political pressures of unemployment are minimized, the policy 
maker will enjoy increased freedom to pursue economically appro- 


priate stabilization policy. 
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There is a final aspect to the matter of stabilization objectives whic 
we would wish the Commission to consider: it is the relationship betwee 
those objectives and the techniques for achieving them, Certain control 
techniques are in basic disharmony with the functioning of the capital 


market (and other markets, for that matter), others are not, Stabiliza- 


tion control techniques which negate the operation of the free capital 


9 market lead logically to further controls designed to offset the ill-effect 
10 /of the former. Whether or not one regards such proliferation of control 
11 | with equanimity will depend on one's over-all appraisal of and sympathy 
12 |for a market-oriented economy, and this will vary from person to perso 
13|For the policy maker who is generally sympathetic with the view that a 

14\\relatively free capital market should be perpetuated, there is therefore 
15 the additional policy objective of interfering as little as possible with tha 


16 type of market. The foregoing leads us to the following general recom- 


mendation relating to the objectives of economic stabilization, 


ECOMMENDATION: 

Economic stabilization policy should have as its general objective 
he achievement of a low level of unemployment, a high rate of economi¢e 
rowth, relative price stability, and an equitable distribution of the costs 
hich are inflicted on individuals by economic instability which it has no 
een possible to remove -- all within the framework of techniques which 
nterfere as little as possible with the efficient functioning of the capital 


arket, 
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2 

3 

. (2) Nature of Canada's Economic Instability 

P It is intended here to confine our discussion to several 
. aspects of the problem of economic instability which 

y seem particularly relevant to our subsequent discussion 
‘ of control techniques, 

9 Some of our past business cycles have. been mild, 

10 others have been severe, In most of them inventory 
11 accumulation, business capital spending, and consumer 
12 spending on durable goods have been volatile. The. 
13 greater their volatility has been, the greater has 

14 been the volatility of output in general. A more sus- 
15 tained rate of decile growth we believe eediiepe 

16 a more orderly expansion in those aad than has 

17 been the case in the past, 

18 

But it is difficult to prescribe for that instability 

- before its nature is understood, We do not wish 
“ to review here the many theories of the business 

“ cycle which have been developed over the years, 

2 but do wish to suggest that businessmen may per- 

~ haps suddenly become unduly optimistic or pessi- 

24 


mistic either because (a) their correct interpretation 
of current information and events leads them to be- 
lieve rightly that sales and profits are likely to 


change substantially in future, or (b) their incorrect 
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Nature of Canada's Economic Instability (cont'd) 


or incomplete interpretation of current information 
and events leads them to forecast incorrectly their 
sales and profit Prospects, Because of the latter 
possibility economic stabilization, curiously 
enough, may include disseminating detailed and 
current information on markets, plant capacity, 
and invagiiny accumulation, as well as influencing 
the cost and availability of credit, the size of con- 
sumer spendable income, and the rate of spending 


in the public sector, 


A further aspect of the business cycle which merits 
our attention is its varying intensity. If the cycle 
happens to be mild then it is possible that the all- 
pervasive effect of monetary policy and of that part 
of fiscal policy which affects private and public 
ependin? in a general way may be sufficient for 
achieving a tolerable degree of economic stability, 
But experience suggests that this may not be the 
case when the cycle becomes severe. In sucha 
cycle many businessmen, for whatever reason, 
appear to become rather insensitive to interest- 
cost when planning their capital expenditure pro- 


grammes; and consumers appear not to be 
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(2) 


Nature of Canada's Economic Instability (cont'd) 


influenced strongly by the cost of credit wade 
contemplating purchases of rrmerey goods, It 

is because of this aspect of the business cycle 
that control techniques aimed at particular 
volatile sectors may be necessary to supplement 


the aggregate techniques of monetary and fiscal 


policy. 


Techniques which are designed to prevent par- 
ticular sectors from becoming overly volatile: 
are necessary not merely for controlling the 
business cycle but also for preventing sector 
distortions which in future cause trouble over 
a period longer than a business cycle. For 
example, the extreme investment "boom" of 
1955 to 1957 resulted in two major distortions: 
over-investment in many industries, possibly 
leaving in its wake high unit overhead costs; 
and an excessive trade deficit, The latter was 
excessive not in the sense of frustrating our 
ability to control the business cycle, for the 
high leven of imports proved to be a powerful 
anti-inflationary force, but rather in the sense 


that being accompanied by a rising premium on 
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1 

2 (2) Nature of Canada's Economic Instability (cont'd) 
3 the Canadian dollar it involved a relative shift of 
4 resources out of the export and import-competing 
5 industries which was not sustainable once the ex- 
6 cessive expansion was over, In other words, the © 
7 transitional economic costs of first shifting re- 

8 sources massively in one direction and then 

9 painfully (as our slow growth rate since 1957 
10 attests) back again probably were heavy. 

11 

It is not likely that all sector distortions will 

a always be avoided, The mobility of labour and 

a of capital should therefore not be impeded and 

P perhaps should be enhanced. But since the major 
a distortion during "boom" periods is likely to be 
% excessive expansion in the private sector, a 

P solution to the problem in the subsequent period 
“ of recession will involve a ''catching up" of the 

i public sector, It is for this reason that greater 
20 


co-ordination between the federal government 
and the provincial governments on capital spend- 


ing plans has become necessary. 


Both the intensity and the structure of the busi- 
ness cycle are difficult, if not impossible, to 


forecast. The policy maker is given little warning 
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(2) 


Nature of Canada's Economic Instability (cont'd) 


as to whether it wil] be mild or intense and as to 
which sector or sectors will prove particularly 
troublesome, This makeg it essential that the 
aggregate techniques of yenetary policy and 
fiscal policy, and the techniques designed to 
supplement those policies in dealing with unusual 
volatility in particular sectors, must be used 
flexibly. In our view there are few obstacles in 
the way of the flexible use of monetary and aggre- 
gate fiscal policy, but there are in the use of 
supplementary control techniques. These we 


discuss below. 


One remaining aspect ef economic instability to 
which we wish to refer is the matter of 'cost- 
push" inflation, that is inflation which arises 
because of administrative inereases in prices 
of goods and wages made passible by monopoly 
elements and'made permanent by monetary ex- 
pansion as:soomas those price increases or 
other factors, begin:to create unemployment, 
Virtually all:our stabilization,techniques are 
designed to counter ''demand" inflation, that is 
"excess spending" inflation; none to counter 


"cost'' inflation. 
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3 (2) Nature of Canada's Economic Instability (cont'd) 


4 There is no general agreement as to the relative 
5 importance of ''cost"' inflation in a comprehensive 
6 explanation of increases in the general level of 

7 prices, The problem is too complex for existing 
8 tools of statistical measurement to be able to 

9 provide answers which would enjoy general agree- 
10 ment among informed observers. This difficulty 
11| is not likely soon to disappear. For that reason 
12 we believe that the only practical approach re- . 
13| maining is to assume that "cost'' inflation has 

14 become sufficiently important to warrant an 

15 attempt to deaten techniques for dealing with it, 
16 If this is not done there is a danger that "demand" 
17 inflation techniques will be used to counter "cost" 
18 inflation with the end result of increased and ex- 
19 cessive unemployment accompanying the attempt 
20 to stabilize the price level, The conflict between 
1 the objectives of low unemployment and price 

2 stability may require the development of control 
™ techniques designed to cope with "cost" inflation. 
24 
25 
26 
27 
28 

29 
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2 

" (3) Specific Tasks of Stabilization Policy 

4 From the foregoing discussion of the objectives 
5 which stabilization policy should seek to achieve 
6 and of the character of economic instability, we 
7 are able to summarize the specific tasks which 
8 we believe stabilization policy faces: 

9 

(a) - to control cyclical spending in the private 

i sector in general; 

11 
12 (b) to ensure that particular sectors do not 
13 become so volatile as to produce harmful 
14 economic distortions; 

15 

(c) to increase the mobility of productive 

s factors, particularly between the private 
* and the public sectors of the economy; 

18 

19 (d) to improve the flow of information to the © 
20 private sector so as to reduce instability 
1 arising from business decisions based on 
2 incorrect or incomplete aI EABNE OES | 

23 


(e) to deal specifically with ''cost-push" 


inflation; 
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‘(3) Specific Tasks of Stabilization Policy (cont'd) 


(f) to help ensure that the costs imposed on 
individuals by any economic instability 
which it has not been possible to remove 


are borne equitably. 


We turn now to a discussion of the techniques which are required 


for executing the aforementioned tasks of economic stabilization, 


Il, Techniques of Economic Stabilization 


We intend in this section of our Submission to discuss the de- 
ficiencies of our existing control techniques and the improvements we| 
believe should be adopted, In order to show clearly the relationship 
between this discussion and that of the preceding section, we will dis- 
cuss these deficiencies in relation to each of the specific eabiligetion 


tasks which have already been outlined, 


(1) Techniques for controlling cyclical spending in general 
in the private sector 


Monetary and fiscal policies are now, and no doubt 
will remain in future, the principal means available 
for influencing the general level of spending in the 
private sector of the economy, They can have an 
all-pervasive influence on the cost and availability 
of credit, on the rate of exchange, and on the 
amount of spendable income left in the hands of 


individuals and businesses, Expertness in the use 


(b'tros) yatlod aoitssifidete to edlaaT ofttos (8) 


= " ° 


fio bsezoqmi ateoo sit ted? otmans glo ot - 55) | 

vitlidstanat simonose yas yd aleubivibal | 

evomet of sidieeog need ton ast ti doidw ° 

 idstiups smied ors ’ 

8 

betiupst sis doidw eevpinidost off lo nolaevosib s of won mrut oW @ 
aciiestiideta oimonooe to asleat benotinems10ts oils gativosxe tot ° 
noiteslitdete simonood to esupindosT IL ian 
-9b ec} aaroaib 0} moiretatdug «v0 to nolioss aldt at bnotnt oW ” 
ew ainemevotgeni sdt brie eoupicost lovtnoo yaiteixe wo to asioneiolt ts 
 ~Qitlanoctieiet off yirselo woda of rebto nl sboigobs ed blyods evelisd ie 
| ~alb iitw ew .noifsea gnibsoerg silt lo tant bas noigauosnib sidi neswted ef 
SE olttoega sit to dose ot noitales mi esiongloiish onedt anuo 0! 
| sbeniitvo seed ybsouls sved doidw adlast | 
| 
Jgteney st gaibasge isotloyo pailioxinos zotseupindosT = =— (1) | 1 


x9098 sisviio ont mi 0: 


tdsob on bas .won sts asicilog Igoe8it bane yrstenoM 
oidslievs ansom Iggtonixg edd sintut of niseio1 iliw 
ort nk gittinege te Isvei fereney orld antonsultat tot 
ts evel nso ysdT .yrnomoos ors to 10lD92 sisvitq 
Wiltdslisvs bas taon adi no sonsulint oviesvrsq-Ls 
edi no bas .synsdoxs to otsx sdt no .dibsto to 

Yo abned sit ni Sisl smooni sidsbasga to favome 


sau silt ni pasnits one s9eeonteud bas algubivibar 


Nethercut & Y oung A23 


Terente, Ontario 

1 
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: of those haa ip eel is not yet what it might be, 

but it is to be remembered that their conscious 

j and determined use has a very short history -- 

: in our view not more than a decade -- and is 

‘ likely to improve with further experience, They 

, have the virtue that they interfere less with 

: markets than do more selective and more direct 

? types of control, Thought of replacing them with 
- other controls in a market-oriented economy can 
_ be little more than idle speculation. They have 
= to be made to function reasonably well, the alter- | 
- native being a major move away from our market- 
14 oriented economy or an acceptance of cyclical 

15 instability of past magnitudes, 

16 

" (a) Lack of Co-ordination 

+“ In our view a major deficiency of past use of 

19 aggregate monetary and fiscal policy, and also 
20 debt management, has been a lack of co-ordination 


between them. There have been times when the 
management of the public debt has interfered 
substantially with control of the supply of money, 
There have been times in the last five years when 
monetary policy has negated part of the desirable 


effects of deficit spending, although this cannot 
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be said for the period since June 1961, The 
possibility of conflict in objectives makes co- 


ordination essential. 


But in addition, the nature of the technical re- 
lationship between monetary, debt, and fiscal 
policies is such that co-ordination is essential 
on operational grounds as well, Fiscal policy 
Can influence the supply of money by varying 
the amount of idle government cash balances; 
efficient debt management involves purchases 
and sales of securities by the central bank and : 
also involves close scrutiny of markets by the 
central bank; and no Minister of Finance can 
safely embark on an expansionary budget policy 
unless he is assured of accommodating policy at 
the central bank. Institutional arrangements 
therefore should be such as to ensure that 
co-ordination of policy objectives and of imple- 


mentation of policy will be complete. 


RECOMMENDATION: 

The Minister of Finance acting for the Governoy~in-Council should 
unequivocably be responsible for all aspects of economic stabilization 
policy -- monetary, fiscal, debt, and exchange rate. Since confusion 


over this line of responsibility has existed only in relation to monetary 


9dT 3G! ol sonte bottsq sit 10f bisa sd 


ar ta 


-o09 agisar asvilosjdo ni foiltnos to vtilidiaeog 


$14 


ae 4 Asiinggas noittenibro 


, “91 Isciatoot edt to stoten sft. soitibbe at je. 
[goeait bas ,ideb .yisisnom noewied gidanotiss, 
Isttagees ei noftertibie-0o tedt dove at estoilog 
yotloqgiscaid .Liow es abnuotg Isnoiigieqo no 
grtivisy yd yoenom to yiqqua silt soneulini aso 
Aisnaaba faso insmnoreveyg olbi to tnuorms ot: 
esasdotvg sovioval tnomoeysnesy deb tasioitts 
brs Ansd istines oft yd asittrvesa to asise bas 
edit yd aisdiset io yniiutoe sso0lo aevioval cals | 
fiso sortsntY Yo 1steiniM on bas pined Istines 


yoifog tegbud wisitoiernsqKe ets no disdore yloisa 


js yYotlog ynitsborimtooos to botwees el sd aeolian or 
singmoegasitis [enoitsutitant ded lextaso edt iv 
_isdt otuans ot as Sova od blvosle st0leroslt | 81 
-afqont to bas asvitoetdo yollog to nol tsttibt0-00 ) Ot 
stsiqeoo od iw yoilog to sotisinem lot 

m 


MOLTACUAMMOOSS | 


| bluode lionvoD~ni~yortevoD ot tot gitttos sonsniT io rwteiniM sriT 


notissilidase oimonoos to elosges lis rot sidianoges: ed yIdssoviupeau 
| #8 


nofautnos goalie .sisx syasitoxe bas <jdeb isoelt vietosom ~~ yoiloq| 


| Yisisnom: ot noitslor ni vino betaixs asd yttiidienoqas: to onil etd? revo! 


G 
be 


Nethercut & Young A25 


Terente, Ontaric 
1 
2 
olicy, it is recommended that the Bank of Canada Act be amended to giv 
3 


he Minister of Finance authority to issue directives to the Bank of Canada, 


he Bank of Canada Act should also be amended to make the appointment 


5 
f Governor "at the pleasure of the Governor-in-Council", as well as for 
a ; ‘ ' 
fixed period of time, but with the added provision that when a Governor 
7 , ; 
s removed or his appointment is not renewed he be given the opportunit 
8 © appear before both the Senate and House of Commons Banking and 
9 ommerce Committees before the expiration of his appointment, 
‘10 
rr In an operational sense co-ordination of objectives and of the imple- 
12 entation of policy should be assured through the regular and frequent 
13 eetings of the already mentioned economic stabilization board or com- 
ittee, 
14 
a (b) Lack of Flexibility 
“ Both monetary and fiscal policy at present are insufficiently 
flexible, This is a severe deficiency. Economic forecasting 
17 
is still so crude that it cannot give the policy maker much 
18 
warning of changes in the rate of economic expansion and 
19 
contraction, with the result that policy may have to be re- 
20 
versed on very short notice. Improvement in the timing 
21 
of policy changes can come through improvement in our 
22 
statistical data. 
23 


ECOMMENDATION: 


The Government of Canada should devote sufficient resources to the 
ompilation of current statistical series, including business cycle indi- 


ators, so that they are available to the policy makers and the general 
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4 public as quickly as are the indicators in the United States. The quality 


of some existing indicators should be improved. 


Monetary policy has been too inflexible in the sense that the range 
between monetary ease and monetary restriction within which it has 
8 operated over the business cycle has been too narrow. The fact that . 
9|no one knows what constitutes the ''right'' supply of money at any given 
10 moment may lead to an overly cautious policy. This problem would be | 
11] reduced if the central bank felt confident that mistakes could easily be 
12|remedied. The fear that substantial monetary expansion during re- 
13 bession will be difficult to offset during a subsequent period of potential 
14|inflation seems in part to have been responsible for timidity in the use 
15||of monetary policy until recently. That fear, under present institu- 
16 |\tional arrangements is partly justified. To stemnt to reduce substan~ 
17 ||tially the supply of money during periods of inflation through ordinary 
1g |Central banking techniques ~-- which are techniques which operate 
19 ||largely through the narrow channel of the securities market -- would 


99 |impose a strain on the financial markets reminiscent of the ''financial 


91 Crises’ in the New York market of past decades, 


But the problem could be solved by the Government of Canada build- 
ing up a cash surplus during periods of inflation and leaving that sur- 
plus idle on deposit with the chartered banks, This is not only a matter 
of surplus budgeting; it is also a matter of disposition of the surplus. 
Disposition in the way suggested would in effect constitute a reduction 


in the supply of money; it would result in fiscal policy reducing not only 
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disposable income but general public liquidity as well. Such an arrange- 
4} ent would permit the Bank of Canada to act more decisively during a 
5 lrecession than it has been able to do in the past. Through its control of 
Slthe supply of money the Bank of Canada could concentrate on creating 
7 interest rate levels which it regarded as appropriate for the economic 

8 lcircumstances of the time; while at the same time the budget ould be 

9 |rendering decisive assistance to monetary policy in controlling the 
10 \stock of liquid assets of the public. Comprehensive aggregate stabiliza- 
11 tion policy must include control of the cost of credit and of the stock of 


12 liquid assets, 


13 


RECOMMENDATION: 
4a During a period of threatening demand inflation a policy of credit 
rt estraint on the part of the Bank of Canada should be accompanied by 
“ | policy of liquidity restriction on the part of the Government of Canada 
17 


through accumulation of idle government balances with the chartered 


18 , ‘ 
banks. During a period of unemployment a policy of credit ease on the: 


part of the Bank of Canada should be accompanied by a policy of liquidity 


20 
-xpansion on the part of the Government of Canada through the latter 


* inancing its deficit at least in part out of previously accumulated cash 


22 
balances, 


23 


mn It is our view that the facilities available to the Bank of Canada for 
25 gontrolling bank cash through open market operations and through 
26% ifting Government of Canada funds between the Bank of Canada and 


a7 e chartered banks are adequate for central bank cash management. 


28 
29 


30 
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The use of techniques such as variable cash reserve ratios would, 
in the Canadian institutional arrangement, be a warning that unusual 
forces are tampering with prudent cash management. We see no 
reason for adding to such techniques, in the form of a system of 
"special deposits". Nor do we feel that any system of Betective 


credit controls should be the responsibility of the central bank. 


(c) Undesirable Impact on the Capital Market 

There have been occasions when the operations of the Bank of 
Canada in its role of money manager and of agent of the govern- 
ment for the management of the public debt have created unde- 
sirable confusion and uncertainty in the financial markets. It 

is not our view that a solution to this problem lies in confining 
the Bank of Canada to one part of the financial market -- for 
example, the short-term market, or in establishing yet another 
authority, this one for managing the public debt. We believe it 
lies in improving the lines of communication between the market 
and those responsible for monetary and debt management, and 
in making it possible for the Department of Finance and the 
Bank of Canada to recruit and retain personnel whose technical 
competence in trading and in the new issues market compares 
favourably with any in the bond houses, There are various ways 
that this might be done and no specific recommendation will be 
suggested. But the possibilities that might be examined are 


(1) one Deputy Governor of the Bank of Canada might always 
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1 
2 
, be appointed from the executive ranks of the financial 
: institutions for a period of three to five years without 
: being eligible for re-appointment except to another 
position in the Bank; (2) the Bank of Canada might 
: assign more senior representatives to Toronto and 
: Montreal with more authority in trading than is now 
' the case; (3) the Board of the Bank of Canada might 
J include more members with financial and economic 
” experience than is now the case; (4) the Government 
” of Canada might request the financial institutions to 
ie form a permanent advisory board which it could con~ 
ad sult whenever this seemed desirable. 
14 
15 One aspect of the relationship between Bank of 
16 Canada, government, and financial market is worthy 
7 of special attention. It is sometimes suggested that 
a the Bank of Canada, since its policy must be govern- 
™ ment policy, should become a department of govern- 
* ment or a part of the Department of Finance, We 
disagree, It is our view that the success of the Bank 
of Canada in its money and debt management opera- 
tions will depend to a significant degree on the extent 
to which it can become a market institution as well 


- as an institution of economic policy, This, in our 
view, is more likely to be the case if it operates as 


a separate entity than if it does not. 
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1 

2 It is our view that one of the reasons why central bank 

3 policy and operations are not widely understood and 

4 occasionally somewhat emotionally misunderstood, is 

5 the Bank of Canada's reluctance to discuss the rationale 

6 of its operations and its policy, or even to announce 

7 what its major policy decisions have been, It should 

8 be possible for the Bank of Canada to be more forth- 

9 coming in this respect without jeopardizing its role as 
10 money ahd debt manager, without violating its subsidiary 
1 relationship with the government of the day, and without 
12 raising controversies which are not obviously related | 

13 to central banking. Such a procedure, we believe, might 
14 also provide a solution to the perennial complaint of cen- 
15 tral bankers that the public expects too much from mone- 
16 tary policy, 

17 (d) The "'floating'' Bank Rate 

18 The financial operations of the Government of Canada 

19 and the Bank of Canada are now so large and so influential 
20 that they can have a decisive, sometimes devasting effect 
21|- onthe smooth functioning of the capital market. It is not 
22 idle curiosity which leads the banks, bond dealers, and 

23 even other financial institutions to examine most carefully 3 

the weekly statistics of the Bank of Canada and the statistics 


relating to the financial position of the Government of Canada. 
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Constant reassurance as to the basic direction of 
official policy is necessary, This reassurance can 
be given to a degree by a fixed Bank Rate, whereas 
a floating rate is virtually meaningless, The fixed 
Bank Rate is also a technique which on occasion can 
be used to influence market expectations in an econ- 


omically stabilizing manner; if for example, a> 


sudden increase in interest rates is necessary 
becausé of an unexpected change in economic condi- 
tions, a decisive increase in Bank Rate will harness 
expectations to bring about the desired effect, an 
effect which in subsequent weeks can be made per 
manent by a persistent policy of cash restraint. A 
change in a fixed,Bank Rate may also in time induce 
some of the rather rigid institutional interest rates, 
such as the chartered banks savings deposit rate, to 
become more flexible. Public discussion of monetary 
policy which in the past followed a change in Bank Rate 
was not always constructive, but we believe that it 
would become more constructive as time went on, It 


is not our view that a fixed Bank Rate is a major 


technique of central banking. Nonetheless, it is our 
view that the effectiveness of the central bank would 


be enhanced if it made use of that technique. 
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RECOMMENDATION: 


The Bank of Canada should revert to the practice of announcing a 


fixed Bank Rate, 


(e) The 6% Ceiling on Chartered Bank Loan Rates 


A ceiling on loan rates is justified if it is felt that the financial 
institutions involved enjoy a monopoly or if it is thought that 
the borrower must be protected against his own folly. When 
the ceiling is so low that it at times fails to reflect the true de- 
mand and supply forces in the Capital market then it leads to 


distortions in lending which are difficult to justify. In addition, 


if it results in depositors being paid a relatively low return on 
their funds, it also encourages a movement out of savings de- 
posit balances and in'that way reduces the effectiveness of 
monetary policy, The interests of the borrower would be 
Satisfied if he was made aware of the costs of funds supplied 
to him -- providing of course that he is not faced with a 
monopoly lender, These are the principal considerations 


leading us to the following recommendation: 


RECOMMENDATION: 
The 6% ceiling on chartered bank loans should be removed and the 


borrower's copy of the loan contract or promissory note should bear 


the simple annual rate of interest, to the nearest percent, being charged, 
In addition, the Canadian Bankers' Association should play no part in th 


determination of the prime loan rate or savings deposit rates. Informa 
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tion on rates being charged and paid should be reported in convenient 


form to the Inspector-General of Banks. 


(f) The Control of Non-Bank Financial Intermediaries 
——— ee st inancial intermediaries: 
It has frequently been suggested that the powers of the Bank 


of Canada should be extended to include control over financial 


institutions other than the chartered banks because of the im- 
portance of those institutions in dispensing credit, We wish 
to discuss this issue at some length for its implications are 
important both for credit control and for the functioning of 


the institutions in the capital market, 


Banks and non-bank financial institutions do not differ in 
that one can produce multiple expansion of credit and the 
other cannot; they both can do so. The banks can do so 
because they work to a cash/deposit ratio, provided they 
are given more cash by the central bank -- a side effect 
being an expansion in the supply of money, i.e. in deposit 
liabilities of the banks; and non-bank institutions might be 
thought of as doing so by working to some customary equity 
to debt ratio or liquid asset to liabilities ratio, and by in- 
creasing both the numerator and the denominator of that 
ratio by selling their equity or debt instruments to the 
general public -- a side effect being an increase in velocity 


of money, i.e. in chartered bank deposit liabilities. 
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1 

2 

3 They are also the same in that both can increase the velocity 
4 of medium of exchange by selling their more liquid assets to 
5 holders of cash balances and using the Branton: to make loans 
6 or purchase other securities, 

’ The two differ in that the banks, in the absence of central 

a bank control, could expand credit to the point where price 

9 inflation caused people to lose confidence in bank deposits 

10 i.e. the nation's money or medium of exchange; whereas 

11 non-bank financial intermediaries could profitably expand 
12 credit only so long as their cost of additional funds, which 
13 would increase as they attempted to sell more and more of 
14 their liability instruments (e.g. notes, debentures, time 

15 deposits), was below the return on new assets they acquired, 
16 | 
* Control of the chartered banks, or any other financia] insti- 

tution whose liabilities constituted acceptable media of ex- 

is change, would be necessary even if there was no business 
e cycle; control over non-bank financial intermediaries might 
ig be justified if it could be shown that existing monetary tech- 
21 


niques operating on rates of interest were unable to narrow 
the spread between return on assets and cost of funds, or 
at least were unable to do so sufficiently quickly for anti- 


cyclical purposes, 
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It is our view that existing monetary control techniques 
can influence credit expansion of non-bank financial 
intermediaries, By causing interest rates to rise to 
the point where fewer and fewer borrowers find it 
profitable to borrow, the central bank can establish a 
ceiling on the return on new assets acquired by non- 
bank financial intermediaries; while any persistent 
attempt on.the part of ihose financial intermediaries 
to seek more and more funds for lending will increase 
their cost of funds and this finally to the point where 
return on new assets and cost of new funds are such as 


to leave no room for additions to profits. 


But does this process work sufficiently quickly for 
purposes of credit control? We believe it does in most 
cases provided the central bank influences interest rates 
with determination; many non-bank financial intermediaries 
have not shown volatile growth over the business cycle, 

It does appear as if some financial intermediaries have 
shown substantial expansion over certain past business 
cycles. A part of that expansion in the past has resulted 
from innovations in the capital market, such as the once- 
for-all development of the short-term money market, but 


such once-for-all developments do not justify added con- 


trols in future, 
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Some of it we believe has resulted from the fact that the 
ENE as TeSultec Irom the fact that the 
financial intermediaries involved may be catering to types 
of borrowers who for rational or irrational reasons are 


exceedingly insensitive to the cost of credit during periods 


of economic expansion, and not because those financial 


intermediaries are able to obtain large quantities of funds 
——— EE obtain targe quantities of funds 
for relending without suffering significant increases in the 


rate of interest they have to pay. To impose controls on 
those tindnies institutions would not get at the root of the 
trouble which is the insensitivity of their customers to 
rates of interest, and would merely drive those customers 
elsewhere for the funds they feel they must have. The 
solution to the problem we feel lies in influencing directly 
those sectors which tend to be insensitive to rates of in- 
terest, and emergency techniques for this purpose we 


discuss in the next subsection of this Submission, 


While statistical data which we would wish to have in 
order to form a final view on the issue discussed above, 
is not available, we wish to emphasize that logic alone 
does not lead to the conclusion that non-bank financial 
intermediaries should directly be controlled for anti- 
cyclical purposes, and whatever evidence we have seen 
leads us to believe that they should not be so controlled, 


We would therefore recommend the following: 
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RECOMMENDATION: 

Direct controls for purposes of economic stabilization should not 
be imposed on those non-bank financial intermediaries whose liability 
instruments do not to any significant degree Monae media of ex- 


change, 


(2) Techniques for controlling particularly volatile spending 


sectors of the economy 


In an earlier part of this Submission we suggested that 
there have been times when business capital spending 
and consumer spending on durable goods have been 
unusually volatile over the business cycle and that 
such volatility may reflect an insensitivity to interest 
rates under certain economic circumstances, If this 
is a correct interpretation of the facts then we should 
have control techniques which would supplement ieee 
est rates in influencing the return which businessmen 
expect to obtain from new capital expenditures, and 
supplement the interest deterrent to excessive cermand 
for consumer credit. We wish to emphasize that such 
emergency techniques should remain supplementary to 
aggregate monetary and fiscal policy for we do not ex- 
pect that they would be required in every business 
cycle; but also, we believe that they should be avail- 
able at short notice because of the unpredictability of 


the unfolding nature of the business cycle and economic 


growth, 
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1 

2 

3 Of the various techniques that might be considered 
4 we believe that the most effective and most suitable 
5 one for exercising a supplementary influence on 

6 business capital spending is Heats var aiiGe of 

7 depreciation allowances on new investment in terms 
8 both of the length of the write-off period and of the 
9 proportion of the total cost that can be written off; 
10 and the most effective one for exercising a supple- 
11 mentary influence on consumer spending on durable 
12 goods is variation of down-payment and period-of- 
13 repayment requirements, 
" RECOMMENDATION: 
15 


Variation of depreciation allowances for purposes of computing 


16 federal income tax liabilities should be put on a statutory basis in a 


17 ay which would permit their flexible use by the Minister of Finance 


18 | or anti~cyclical purposes; and if possible ways and means should be 


19; ound to vary down-payment and repayment provisions of all consumer 


20 redit contracts in an anti-cyclical manner, 


21 


(3) Techniques for increasing the mobility of labour and 
22 
Capital between the public and private sectors of the 
23 


economy 


3 Earlier in this submission we referred to the fact that 
a some economic instability is likely to remain in the 
4 private sector of the economy even after the conscien- 
4 tious use of stabilization techniques, and that as long 
28 

29 
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as this is the case it will be desirable for resources 
to move in and out of the public sector of the economy 
in a erelically stabilizing manner, We believe that 
fiscal policy of the federal government alone is in- 
sufficient to effect the required shift, that frequently 


the highly productive social capital projects are ones 


for which the provinces and municipalities are fede 
ciaHy responsible. It is our view that improvement 

in the entienselicas use of capital expenditures in the 
public sector requires co-ordination of such spending 

of all levels of government, ane that this is possible 
within the framework of a federal constitution: There 

is evidence that some provincial authorities are not 
averse to the concept of cyclical budgeting, and 

given leadership in the matter by the federal govern- 
ment there is a reasonable hope that through co-operation 
and consultation alone, the rate of capital spending which 
is under the control of the provinces could more effect- 
ively be varied for stabilization purposes than has been 


the case in the past. 


RECOMMENDATION: 

The Government of Canada should take the initiative in developing 
lines of communication between it and the a ha which would per- 
mit continuous consultation and co-operation with respect to apprais- 


ing the social capital needs of the nation and the Planning and execu- 


tion of public capital expenditure programmes, 
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3 (4) Techniques for improving the flow of information to the 


4 private sector of the economy so as to reduce instability 
5 arising from business decisions based on incorrect or 
Sonciig “rom Susiness decisions based on incorrect or 


6 incomplete information 

-f There are two areas where additional information 

8 would, we believe, be useful for this purpose: the 

9 size of productive capacity in industry, and the nature 
10 of behaviour of inventories. It is possible that periodic 
11 construction of excess capacity would be dampened if 
12 at all times there was general awareness of the existing 
13 state of capacity in industry and if from the earlier 

14 stages of cyclical expansion capital spending intentions 
15 were related to changing industrial Capacity. The statis- 
16 tical difficulties in compiling the information are great; 
7 nonetheless we would recommend the following: 


18 ||R FCOMMENDATION: 


The Government of Canada should make it possible for the Dominio: 


Bureau of Statistics and the Department of Trade and Commerce to 
attempt to expand the annual survey of investment intentions to include 


an annual survey of utilization of productive capacity, 


Instability in the behaviour of inventories may arise in part be- 
ause individual businessmen are insufficiently aware of the movemen‘s 
in their own inventories and because individual businessmen are in- 


ufficiently aware of the behaviour of inventories in their industry as a 
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whole. Techniques for inventory management at the company level have 
improved greatly in recent years, but they could be adopted more wid ly: 
than appears to be the case at present; and seasonally adjusted series lof 
inventories on the industry level might be extended to cover more indus- 


tries and might be published more quickly than is now the case, 


RECOMMENDATION: 

The Government of Canada, probably through the Department of 
Trade and Commerce, should take positive steps to encourage wide 
adoption of formal inventory control measures at the company level; 
and should improve the statistical documentation of inventory Bethiis ua 


on the industry level, 


(5) Techniques for dealing specifically with "cost- 


RECOMMENDATION: 
The proposed economic stabilization board or committee should 
develop statistics on labour Bim dbeabnee and product prices which 
\ 
could serve as guides to wage settlements and pricing policies in in- 
dustries where it seems likely that monopoly elements are significant 


on one or both sides of the bargaining table, 


It is quite possible that experience would show that further steps woul 
need to be taken to meet the problem, but this would appear to us to 


constitute a reasonable starting point. 
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Techniques for ensuring that the cost imposed on individyals 
by economic instability which it has not been possible to re- 
move are spread equitably throughout the economy, 


The principal contribution of the policy maker in this respect 
must come from the "built-in stabilizers" of fiscal policy, of 
which unemployment insurance is the most important, It does 
not appear that additional techniques of a cyclically stabilizing 
character which also serve the above mentioned purpose are 
readily available, and if it is found that this purpose is not 
sufficiently being served an extended use of existing techniques 


would probably prove to be adequate. 
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PART TWO 


FUNCTIONING OF THE CAPITAL MARKET 
AL MARKET 


It would be difficult to over-emphasize the importance to a market- 
oriented economy of a freely and efficiently functioning capital market, 
In a very real sense of the word the capital market lies at the heart of 


such an economy because of its role in allocating the nation's capital to 


various and competing uses, 


Our capital market is by no means without deficiences. What 
one's reaction is to such deficiences, what solutions one athenuite to 
devise for improving the functioning of the capital market will no doubt 
be influenced by one's over-all impression of the performance of the 
market as compared with. the likely performance of other systems for 


allocating the nation's capital. 


Our own general impression is that much of the capital market 
functions smoothly and relatively efficiently. Where there are defic- 
iencies two types of solutions should be considered: those which re- 
move the deficiency by removing the eugene which interfere with 
the smooth functioning of the market; and in cases where that is not 
possible, those which supplant the operation of the market in particular 
areas, through the introduction of government credit institutions or the 
introduction of regulations affecting the operations of private credit in- 
stitutions, It is also our view that the former solution should be given 


serious consideration before the latter is resorted to, since we believe 
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that while our capital market has undergone and is undergoing sub- 
stantial change, it should and will to a very substantial degree con- 


tinue to be based on the inter-play of competitive forces, 


In this section of our submission we shall be concerned with a 
number of specific issues relating to the functioning of the capital 
market in general. The issues discussed are not always related 
to each other; nor do they by any means constitute a comprehensive 
list of the "problem" areas of the capital market, They are merely 
issues which we happen to have encountered and upon which we have 


views which might be of interest to the Commission, 


The problems that will be discussed are not ones about which 
we feel we are competent to make definite recommendations, and 


therefore we prefer to leave our views in the form of "suggestions", 


(1) Competition 


The history of the development of the Canadian capital . 
market reveals a number of examples where new and 
more efficient capital market institutions have proved 
to be the decisive competitors of existing and less 
efficient ones. Effective competition is desirable not 
merely for helping to maintain efficiency among exist- — 
ing companies in the capital market, but also for en- 

| couraging the further development of the market, 
Therefore market practices, institutional arrange- 


ments, and legislative restraints which dampen this 
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competition not only reduce the spur to efficiency 
among existing companies operating in the capital 
market, but also reduce the rate of improvement 


of the capital market Over time, 


The relationship between some banks and some trust pater § 
through equity Ownership and directorships, is very close. This re- 
lationship is a respectable one in the sense that it has existed 
virtually, but-not quite, since the beginning of the formation of trust 


companies in Canada, What has changed is that the trust companies 


have in recent years become more venturesome. Some of this 


venturesomeness has taken the form of competition with the banks 
and in several cases even with the mutual funds, We enthusiastically 


endorse this development and hope it will go further, 


There is, however, the question whether the close ties between 
banks and trust companies which were largely formed under quite 
different conditions -- including less concentration in banking -~ are 
desirable under present conditions, We believe that a case could be 
made for Prohibiting the banks from owning more than a nominal 
amount of the equity of a particular trust company, and for prohibit- 
ing directors of trust companies from also being directors of the 
chartered banks, Conditions should be such as to enable trust com- 
Panies over the span of years to become even more competitive with 


banks and other financial institutions than is now the case, 
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There is also the matter of amalgamations and mergers in the 
capital market, Again the history of Canada's capital market provide 
some key to desirable developments in future, There is some evidenc 
that the most efficient size of a given financial intermediary is likely t 
be one which constitutes a significant portion -- perhaps in the area of 
20% -- of the combined size of all financial institutions of that type. In 
some cases the pattern of historical development has been a great 


proliferation of companies when a new type of institution first appears 


_and then a persistent decline in the number of companies or in the 


number of companies which account for a large part of the total size 
of institutions of a Particular type, It would, therefore, be a mistake 


to regard all mergers and amalgamations as undesirable, 


For example, it does not appear to us to be in the public interest 
for the largest chartered banks to be permitted to amalgamate with 
other chartered banks, but an amalgamation between the very smail 
chartered banks might be desirable, Also, we believe that further 
amalgamations among trust companies would not be undesirable, 
although whether such amalgamations should involve the several 
very large trust companies is another matter, In general we suggest 
that a distinction should be made between amalgamations which in- 
crease further the share of the market of the large financial institu- 
tions and those which do not. It is perhaps desirable and possible to 


devise formulae which would prevent the former without prohibiting 
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the latter, even though this would involve co-operation between the 


federal and provincial authorities, 


(2) The Short-Term Money Market 
i Money Market 
In a relatively few years the short-term money market 
in Canada has grown substantially in the volume of busi- 


ness it does and in the variety of paper it handles, There 


are only two aspects of this development to which we 
wish to refer: the number of bond dealers in the market, 


and the scrutiny of the paper which comes into the market. 


While the market has grown substantially its size would 
still not really seem to justify the relatively large num- 

ber of dealers that are members of it. We, however, do 
not believe that the number should artificially be restricted, 
But it may be that if all the money market dealers were re- 
quired to meet higher minimum standards in their role of 
"jobbers" of money market instruments that the matter 
would take care of itself. We wonder therefore whether 

the Bank of Canada should not restrict its "repurchase'! 
facilities to those dealers that fulfill adequately their 


role of ''jobbers'' in money market securities, 


Historically short-term loans in Canada have come from 
the chartered banks, Now through the growing importance 
of finance company and commercial paper some of then 


also come from the money market, Over the years the 
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banks have come to develop techniques for scrutinizing 
closely the credits which they approve. We wonder 
whether this is happening to the credits approved by 
the money market dealers or by the investors in money 
market instruments, It appears that in some cases 
substantial aha is placed on the short-term 
borrower having an unused line of credit with a bank | 
-- a line of credit which under conditions of restraint 
might suddenly become precarious, Several defaults 


in the redemption of short-term paper might result 


in a severe set-back to the further development of the 


money market, 


It may therefore be desirable for requiring all recog- 
nized money market dealers to outline their procedures 
for appraising credit risks before they are granted 
borrowing facilities by the Bank of Canada. In addition, 
' while we do not wish to discuss formation of a market 
in bankers' acceptances, we do believe that such a 
market among other things would result in money mar- 
ket ‘instruments receiving closer scrutiny than appears 


now to be the case, 


(3) Equity Ownership in Canada 


It is sometimes suggested that the réason why Canadian 


companies have drifted into foreign ownership is because 
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Canada has insufficient Capital of that kind, We 
disagree. We suspect it is in part because of the 
overly-conservative investment Practices of our 
institutional investors, particularly our life in- 
surance companies and Perhaps also because of 


inadequate capital of Canadian underwriting houses 


aS a group, 


Taking the first point first, we wonder whether almost 

a century of supervision by the Department of Insurance, 
coupled with the distorting views on investment values 
created by the depression of the 1930's have not resulted 
in a serious decline in the venturesome character of life 
insurance investment practices, Is it possible that the 
end result of those institutions operating under the cau- 
tious eye of the government supervisor and of knowing 
that mistakes wil] to some extent appear for all to see 

in published returns, is that the the investment boards 
of such companies have finally become more cautious 
than the official] Supervisors? We do not know, but 
Suggest that ways should be found to make it respectable 


for life insurance companies to take greater risks than 


“AMO 


they now do, and to make individual investment mistakes 


which, while known to the Departments of Insurance, are 
not as a matter of course made known to the worid at 


large through official publications, 
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It is virtually impossible for an ''outsider'' to 

‘ appraise the adequacy of the capital of Canada's 
r underwriting houses as a group, If it wie in- 
: adequate one result would be for them to be 

: rather more cautious in assuming risky under- 
: writing liabilities than if it was not, For 

, example, to offer the stock of a new public 

f company to Canadians instead of permitting 

J old established private companies from being 
r sold to foreign investors, might require the 

e underwriters to retain a significant portion 

* of the stock for an extended period of time. 
This is possible only if the underwriters have 
4 sufficient capital. It may, therefore, be that 
. the operation of the capital market would be 

# improved if say, Canadian life insurance 

% companies were permitted to assume under- 
4 writing liabilities in Canada. Some Canadian 
i life companies already, in effect, assume such 
2 liabilities in the City of London, England. 

23 This may also be the appropriate place to refer 


to the occasional practice of the chartered banks 
to engage in term lending, Such lending has 
several times suffered the disapproval of the 


Bank of Canada, We would suggest that as a 
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matter of long-run practice it is highly desirable, 

’ In special cases it is the most efficient way for 

‘ Capital to be raised; at the same time bank assets 
: are so large and the banks have such a high pro- 
. portion of savings deposits in their liabilities 

' that they can make loans of that kind without any 
, significant impairment of their financial soundness. 
9 
10 There is also the matter of the flow of new equity 
11 issues, Tax laws discourage companies from 
12 raising funds through the sale of stock, and en- 
13 courage them to finance through the sale of debt, 
14 Yet there is no obvious reason why such distortion 
15 is necessary or desirable, It is possible that an 
16 improvement would be for neither interest nor 
LZ dividends to be a deductible expense for income 
18 tax purposes and for the resulting increase in 
19 the burden of taxation to be neutralized by an 
20 offsetting reduction in the rate of corporation 
21 income tax, 

22 
a (4) | Municipal Debenture Financing 


Considerable concern has been expressed over the 
adequacy with which the financial markets are pro- 
viding municipalities with the funds they require, In 


our view it would be a mistake to assume too readily 
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1 

2 that an inadequacy of funds was the result of the 

° malfunctioning of private capital market institu- 

4 tions, although we do wish to refer to at least one 
. possible problem of that kind. The basic difficulty 
6 may be the reluctance on the part of at least some 
7 municipalities to raise tax rates to levels which 

8 reflect the services demanded by their taxpayers; 
9 and the inadequacy of municipal taxing powers, It 
10 would, in our view, be a mistake to attempt to 

sh devise new institutions or investment practices 

a for remedying what is essentially a problem of 

- fiscal policy, 

14 

15 At the same time we have gained the impression 
16 that investment practices of some existing insti- 
17 tutional investors are based on rules-of-thumb 

18 which no longer are relevant. How long must a 
19 municipality which experienced a bond default 
20 in the 1930's as a result of economic forces over 
1 which it had no control, pay for its "sins"? Also, 
22 is there not a tendency for rates on smaller 

23 municipal issues to vary directly with the distance 


of those municipalities from Toronto and Montreal? 
A dispassionate appraisal of the credit rating of 
smaller municipalities would seem to have become 


desirable, 
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It is suggested therefore that the Investment Dealers' 
Association be encouraged to establish a rating sys- 
tem for municipal issues which would serve as a 


guide to the changing credit standing of municipalities. 


The trend has been for provinces to assume some of 
the burden of municipal financing, by extending loans 
and grants to them, by guaranteeing municipal issues, 
and by assuming responsibility for some of the services 
traditionally provided by municipalities. There is 


nothing undesirable about this trend but it is possible . 


that it could go too far, Municipal taxing powers and 
practices, as well as institutional investment practices 
and facilities for marketing municipal debenture issues 
should be such as to maintain an sooner els healthy 


and viable system of local government. 


(5) Government Credit Institutions 
As already mentioned it may on occasion be necessary 
to fill gaps in the capital market with new government- 
sponsored credit institutions, This raises the question 
as to the basis of operation of those institutions. It is 
possible to draw on historical experience to show that 
government credit institutions can easily change from 


their role of filling gaps to the one of supplanting or 


competing with already existing institutions -- through 
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1 

2 

. advantages gained from enjoying a subsidized source 
of external funds and a tax-free source of internal 

: funds. (With the growing importance of Bip unions 
, this can apply also to them.) It cannot be assurned 
: that government sponsored credit institutions witl 

; always allocate funds in an economically efficient 

P manner, and it cannot be assumed that if they do not 
‘és this will be reflected in their present form of balance 
ml sheet, 
12 It would seem desirable for such institutions to be 

13 required to develop accounting techniques, and to 
14 make information available to the interested public, 
15 which would permit an "outsider" to form a view on 
16 the adequacy with which they are fulfilling their 
17 originally intended role, 
18 | 


19 (6) Continuing Improvement in the Capital Market 


The functioning of our capital market is likely to 


20 

1 improve more quickly if deficiences which arise 
2? in it from time to time are quickly recognized and 
3 speedily dealt with. We are concerned with how 


little interest the Canadian Bankers' Association, 
- the Investment Dealers' Association, and the 
Dominion Mortgage and Investments Association 


appear to show to this aspect of the health of the 
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market, in contrast to the admirable work they 
have done in other directions, Curiously enough 
greater interest of this kind has recently been 
shown by the Stock Exchanges, although the cynic 
would no doubt remark that this was because they 
have enjoyed and do enjoy the most room for im- 


provement, 


It might therefore be suggested to those Associations 
that either separately or in co-operation with each 
other they might begin to concern themselves with 
the operation in general of the capital market, and 
that they might express that concern by undertaking 
or sponsoring studies, on a continuing basis, aimed 
at improving the performance of the capital market, 
The costs involved are likely to be small, the 


rewards potentially very large. 
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1 Ottawa, Ontario, 
Friday, 
2 October 26th, 1962. 
3 --- At 9.15 A.M. the hearing commenced. 
aa 
SUBMISSION OF THE 
5 
SUPERINTENDENT OF INSURANCE 
6 ; 
7 
8 APPEARANCES 
9 Mr. K.R. MacGregor - Superintendent 
of Insurance 
10 
Mr. R. Humphrys - Assistant 
11 Superintendent 
of Insurance 
12 
13 
THE CHAIRMAN: This morning we have a 
14 
submission from the Superintendent of Insurance, 
15 
Mr. MacGregor. I understand, Mr. MacGregor, that 
16 
you wish to make a preliminary statement before 
17 
we enter into our discussion, 
18 
MR. MacGREGOR: Mr. Chairman, and Commissioners, 
19 
this is one assignment that I found rather difficult 
20 
to prepare for in any great detail. In my submission - 
21 
to the Commission I endeavoured to outline very 
22 
briefly the background of federal insurance legislation 
23 
and jurisdiction, and also to touch briefly upon 
24 
the other major fields with which the Department 
25 
is connected. 
26 
As will be seen from the first page or 
27 
| two of the submission, our field is quite broad and 
28 
| I do not think there is any other government depart- 
29 
ment, in any other country with which I am familiar, 
0 


dealing with financial institutions, that covers 
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quite as broad a field as we do. 

In most countries supervision of insurance 
companies, and perhaps some other similar kinds of 
companies, may be carried on by one government 
department, but the actuarial work for the government, 
for example, is usually done by some other department. 

In our case we occupy both fields; that 
is to say, we do a great deal of the actuarial 
work for the government and we supervise quite a 
variety of companies. Not only is there variety in 
the kind of companies that are Supervised; that is 
to say, insurance companies of all kinds, fraternal 
benefit societies, loan and trust companies, small 
loans companies, and money lenders licensed under 
the Small Loans Act, and certain central co-operative 
credit societies, but there is also a great deal 
of variety in the native origin of the companies 
supervised. 

In the life insurance field, roughly two- 
thirds of the business is done by native companies. 
The other third is done by British and foreign 
companies. Until 1955 or thereabouts all of the 
companies from outside Canada transacting life 
insurance were English speaking; that is to say, 
they were from the United States, the United Kingdom, 
and there was one from Australia. 

Since 1955 we have had a few Swiss, Dutch 
and German life companies enter the field. 


In the fire and casualty insurance field, 


however, the situation is just about the opposite. 
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Very considerably less than one-third of the business 
is done by native companies controlled in Canada, 

colic’ vast bulk of the fire and casualty business 
in Canada is done by companies spread almost around 
the globe, 

In the loan and trust field we have a 
Situation where all of the companies are Canadian, 
dominion or provincial, and we have none from outside 
Canada. 

In the small loans field the bulk of 
the business is done by Canadian companies that-are 
Subsidiaries of United States parent chains. 

Then, again, in the co-operative credit 
society field we have, of course, Simply native 
organizations: one dominion central and four 
provincial centrals. 

In my submission, apart from touching 
very briefly upon the background of our work, I have 
attempted to deal with a few points that arose in 
the submissions of other organizations, either the 
Canadian Life Insurance Officers! Association or 
the Trust Companies Association of Canada, being 
points that seemed to be of particular interest, 
as, for example, the question of control of Caradian 
life insurance companies, or certain amendments 
that have been requested by the life insurance 
companies that the Department could not support or 
at least did na& feel it was justified in supporting. 

Also, in the case of the loan and trust 


companies, a request has teen made from time to time -- 
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and this was renewed in their brief -- that the limit 
of their borrowing powers should be increased. I have. 
touched very briefly upon that point in my submission. 
I have not, however, dealt at any length 
with the central co-operative credit societies, They 
too, in their brief, have Suggested certain amendments, 
about six I think, and I would welcome the opportunity 
at some stage to comment upon those Suggestions, 
for I feel that the Department may have been put 
in the position where it may appear to be impeding 
the progress at least of the dominion central, and 
I should like to explain the situation in that 
particular respect. 
I am in the hands of the Commissioners. 
There were some other points that I noticed were 
raised when the Canadian Life Insurance Officers! 
Association presented their brief, that have not 
yet been answered. I have certain data which I 
believe would answer those questions. For example, 
one Commissioner asked about the proportion of the 
life business done in Canada today by those companies 
that were on the scene 30 years ago, and some 
other questions were asked concerning the number of 
life insurance companies that ee entered the 
field during the last 30 years, the number that 
have been withdrawn, and so on. TI have certain 
data with respect to these points that I should be 
glad to give if the Commissioners wish to pursue 


those points. 
THE CHAIRMAN: Thank you, Mr. MacGregor. 
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Reading your brief I noticed that in Great Britain 
there is very much less restriction on and control 
of activities of insurance companies than under 

our system. You make that point, I think at page 5, 
and again it is mentioned at page 33. You point 

out that our background is different. Would you 
elaborate on that a little bit? First of all, could 
you give us some idea as to Ev ER lo of the 
British companies, which practices may be different 
from ours, and to what extent their unrestricted 
powers or less restricted powers have led them into 
different courses than our ownconpanies are permitted 
to pursue? Do I make myself clear? These are British 
companies in Britain that I am Speaking of. 

MR. MacGREGOR: Great Britain, Mr, Chairman, 
has of course a very much longer history in the insuranc 
field than we have in Canada. Various countries 
claim that insurance originated in their country. 

The Italians, perhaps with respect to marine insurance, 
and so. on,But life insurance, at least en the present 
Scientific basis, may properly be said, I think, 

to have had its crigin in Great Britain. The companies 
in Great Britain transacting business have always 

been mainly native insurance companies, so that 

they grew up under directors and management that 

were pretty well known to the people being insured, 

It is true that as years went on the 
British companies spread almost around the globe, 

The common impression nowadays, of course, is that 


British insurance companies are not only very reliable 
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but have always been very reliable, 

British companies went through some pretty 
troublous times, the same as companies in most other 
countries. There were many failures in Britain 
as well as elsewhere in the insurance field, but 
primarily the answer to your question is that most 
of the business from the start was done by native 
companies and, if anything went wrong, it got 
quick publicity. 

In Great Britain, freedom and publicity 
have been the two factors that have always been 
emphasized in the insurance field: det the companies 
do pretty much what they wish, let them invest-as 
they wish, let them issue the kind of contracts 
they wish, but give them publicity as to what they 
are doing. 

There has been a substantial degree of 
publicity, but in some respects there is a great 
deal more publicity, in Canada, concerning the 
operations of the companies. Certainly, if one 
looks at life insurance statements put out by the 
British companies one has more difficulty in under- 
standing the position of such companies than one 
has in this country, for the reason that their 
financial statements generally reflect the life 
insurance funds on one hand and the assets on the 
other, but the liabilities within the fund are not 
disclosed clearly. 

Once every three years they have to make 


a valuation of the life liabilities and submit that 
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valuation in great detail to the Board of Trade, 

but in the intervening years, if one looks at their 
balance sheet, one sees a fund but, what Surplus there 
is in the fund in relation to the liabilities, is 

not disclosed, 

We in Canada, in that connection, give 
a good deal, perhaps a great deal more, information 
concerning the liabilities and the surplus of our 
companies, and we give it every year. 

Before I forget it perhaps I might mention 
one point involving publicity here, that we in the 
Department think is a very important point. It is 
at least a most useful instrument in supervision 
of companies. We give publicity to what the companies 
do by publishing their annual statements in great 
detail in our annual reports, and if we have any 
particular comments to make concerning the industry 
we endeavour to set forth those comments in the 
introduction to our annual reports. But, apart 
from that altogether, there is a provision in our 
Insurance Act that authorizes the Superintendent 
of Insurance to publish in his annual report any 
sonréependsnes that he may have had with a company 
that he thinks should be made public. 

That is a very powerful ins trument and, 
of course, is not frequently used. It has been used 
Sparingly over the years, but when it is used it 
has a profound effect, as can well be imagined. 

In Great Britain again, sir, they have 


developed in different ways in many respects. In the 
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1 life insurance field their system of distributing 
2 Surplus, for example, is quite different from ours. 
3 In Great Britain the system traditionally followed 
4 has been what they call the reversionary bonus 


5 system; in other words, they distribute their 


6 Surplus by alloting increases to the sum insured 

7 rather than granting dividends in cash. 

8 On this continent the method of distribution 
9 of surplus followed by, one might Say, all companies 
10 nowadays is to distribute surplus in cash annually 


11 although the policyholder may, of course, take his 

42 cash dividend in the form of additional paid-up 

13 insurance if he wishes, but that is not the basic 

14 or principal form of dividend. The British system of 
15 distribution, of course, does not affect the cash 


16|| position the same, and I think it is fair to say that 


17 life insurance companies, in Great Britain 

18 have never been exposed to the same cash drain as 
19 the companies here have been exposed. 

20 Apart from the different methods of 

21 distributing surplus, there has been far more 

22 emphasis on this continent on cash values, automatic 
23 non-forteiture values and loan values on life 

24 insurance policies. As a matter of fact, the United 
25 States have gone quite far in prescribing minimum 
26 cash values that must be put in insurance policies, 
27 But all of these things expose the life insurance 
28 companies on this continent to greater potential 

29 cash demands, which the British companies in the 


30 main are not exposed to. In fact, going back to earlier 
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days, if a life policyholder of a British company 
wanted to get cash he pretty well had to bargain 

with the company to arrange a cash settlement. These 
things, however, have had quite an effect on investment 
policy too in Great Britain as compared with policies 
followed here. 

I think it is one of the things that has 
perhaps made equities, for example, or commmon stocks, 
more attractive to British life insurance companies 
for investments than has been the case on this 
continent. 

THE CHAIRMAN: Can you give us information 
as to the the extent to which they invest in common 
stocks in Great Britain? 

MR. MacGREGOR: I have not the data here, 
sir, but I would say there are many companies --- 

THE CHAIRMAN: I just wanted a general 
idea at the moment. 

MR. MacGREGOR: There are several companies 
that have more than 20 per cent of their total 
assets in equities. 

THE CHAIRMAN: And are those equities 
in companies that have had a certain dividend 
record, or do they comply with any standard of that 


kind, as we do here? 
MR. MacGREGOR: There are no standards 
prescribed in the legislation. 
THE CHAIRMAN: No, but in practice? 
MR. MacGREGOR: In practice they are 


good, sound companies, I would say. I know of no 
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disposition on the part of British companies to 
gamble or provide riskcapitalin any large quantities. 

THE CHAIRMAN: What I had in mind was that 
in view of the present state of the insurance business 
in Canada, the experience behind it and the increase 
of its assets and the record of its development, 
are the regulations as necessary as they used to 
be? Are we not at a more advanced stage of 
icy. that we may be similar in many respects 
to the British companies in that connection now? 

MR. MacGREGOR: I think it is fair to say, 
sir, that over the years in Canada it has been the 
general policy and practice to extend the investment 
provisions of the insurance companies. Certainly 
there is very much greater latitude permitted now 
than there was in the past. I think we are steadily 
heading towards greater and greater freedom, and 
really I do not believe we are very far from almost 


complete freedom. 
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Sometime the question may be raised what 
would companies do if there were no investment provisions 
in our Insurance Acts. If there were none, I think 
most companies would probably invest very much as 
they do now, eSpecially with the existence of the 
present so-called basket clause, which permits 
companies to invest 5 per cent of their assets almost 
wholly within their own discretion. 

We hear from time to time a good deal 
about the small proportion of assets of Canadian 
life companies invested in equities; however, in 
my opinion the 15 per cent limitation has not 
inhibited them from putting more than they have into 
equities, but no company has yet reached the 15 per 
cent limit in recent years. 

Of course, history always plays a part, 
and when we had complete freedom with respect to 
common stock prior to 1932, some companies put quite 
a lot -- 

THE CHAIRMAN: That is a long time ago 
and they have learned a good deal since then. 

The insurance companies have reached a great state 

of maturity today as compared to that time and, as 

I understand it, there was a request made for an increas 
I don't know whether it was a basket clause or some 
other. 

MR. MacGREGOR: They asked that the 15 per 
cent limitation on common stocks be raised to 25 per 


cent. 


THE CHAIRMAN: Well, why shouldn't that be 
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done? They asked for it; is there any danger in 
raising it to that extent? 

MR. MacGREGOR: I made some comments on 
that point, sir, in my submission. 

It is rather interesting, looking back 
over the years, that when we had no limitation prior 
to 1932 the recommendation of the Department -- at 
least, of the then Superintendent -- was that a 
limit of 25 per cent be put in the Act. That was 
at a time when one company had 50 per cent of its 
assets in common stocks. It was the life companies 
themselves that insisted that the lower limit be 
written into the Act in 1932. The origin of the 
present 15 per cent limit lay in the companies rather 
than the Department. 

THE CHAIRMAN: But we are now in 1962. 

MR. MacGREGOR: Now the companies have 
asked that the limit be raised to 25 per cent. Well, 
the fact is that at. the present time no company is 
much more than half way towards the existing 15 per 
cent limit, and for that reason, amongst others, 
it’ seemed to the Department that there was no compelling 
need to raise the limit, at least until the companies 
showed sufficient interest to approach the present 
limit. 

If it had been raised, it seemed to us, 
that it could only be interpreted as an indication 
on the government's part that companies should invest 
far more in common stocks than they are presently 


doing, and many questions arise, of course, whether 
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good stocks are available for the companies to buy 
in such quantities. 

THE CHAIRMAN: They have asked for this 
and they didn't get it because the Department thought 
that they shouldn't have it because they haven't 
used as much as they are entitled to use, and.if 
they increased it they are afraid the companies will 
get the impression that the government was encouraging 
ity When the insurance comp nies ask for a change 
of this kind, unless there is any danger in making 
such a change, why not let them have it? 

MR. MacGREGOR: I think it would be wise 
to have more experience with a larger proportion than 
they now have in common stocks before inviting any of 
the companies to put as much as 25 per cent of their 
assets into common stocks. 

The experience we have, so far as a 
large proportion goes, involved a good many very 
serious problems. The experience of all other companie 
since then has involved a very small proportion of 
common stocks, and I would feel apprehensive if any 
venturesome company were to run up immediately to 20 
or '25 per cent. 

THE CHAIRMAN: It doesn't look as if any 
of them will because they haven't used what they are 
entitled to now, but they simply asked for broader 
powers in case they wanted to use them. 

MR, MacGREGOR: Sir, I think that it is 
a better policy -- it is a matter of opinion, of 


course -- but I do think that the government in its 


sinsqmos sedto Ils to sonetuegxs sdT .emoidorq, avolise 


: Ca bog ae Ne ¥ 
oA 


yd o¢ estnsqmoo sat 107 ics 
 Beltidaeyp init at 
: oO 


aidd sot beves eved yedT sMAMAIAHO FHT 


‘degquodd tosatrsqed sit saueoed tI Jeg t'abrth yedt bas fa 
t'meved ysdd saeusoed gi syed c'abl[vode yeds tsdt 
it bas ,say of belsitae exs yedt ec doum.ag beeu 

{ifw estasgmos sdt bkevis ois yedsd Jl beessiroal yodd 
gnigsiuooms asw tremaisveyg eit tedd moleseiqmi et tog 
egasdo 6 Tot Hes asin moo somsivent elt aodW ...dt 
eainem at —P yas ef ssedd easing ,baty eldt to 

fii sved medt gel gom ydw.,sadedo 6 dove 

setw sd bluow ti Natdd I .:AOMEADosM . AM 
aedt aoltsogo1q rsp7el 6 Adiw somelueqxe stom sved,.os 

TO yas gnitdivat sao%tsd exoote. nemmoo at eved won yods 

uleds to taso 19q cS a6 doum as dug ot eeltasqmoo edt 
&ax49078 aommoo otal ateeaes 
6 @6 tet o@ ,.svsd ew soasinegxes sat 


visy yasm boog 8 bevloval ,esog solirogorg egisl 


to aotdrogorq Iisma yuev s beviovat asd nedt conte 

yas tf evitanederags lssit blyow. I bas .anNoote OMMIO DS ‘B 

Os ot yletstbemmt qu ava ot saew yrsqmos emoasiwd ney i 
-te9 19g. 28 to le 

yae tk as wool t'mesob tI :MAMATAHOD BHT I, 
ers yout J siiw dbecu tJ'asvend yedt sausoed Iitw meat to f 

“Sbso1d toi bewves ylamte yedt stud .wom ot belttitas I; 

msds seu ot betasw yodd eee9 at earswog 

et si tedd Anidg I .1te :A00tAOSM, AM g dat ao 

to tobatgo to tettem s ak tf -- “kp Lon preg, » a 


SS ee ge! ee eee ee ee a a) er ee ee ee 


Nethercut &é Young a 6786 = 


Torento, Ontario 


insurance legislation, as far as investment powers 
tended 
are concerned, has/to broaden the powers steadily, but 
in the light of experience -- and I think that policy 
has worked out well -- I don't think the companies 
have been prohibited or prevented from doing anything 
important that they wanted to do, but it did at least 
perhaps enable one to feel his way, so to Speak, and 
for the industry to feel its way in a more gradual 
way. 

That is to say, let us have progress, but 
let us have it soundly and steadily rather than in 
eran bites and with the possibility of retraction. 

Might I add that although they asked for 
25 per cent, that request was considerably softened -- 
if not almost withdrawn -- when other amendments were 
made permitting them to have segregated funds which 
were not subject to any limitation as respects equities. 

COMMISSIONER BROWN: This is in connection 
with the pension? 

MR. MacGREGOR: That is right, sir. At 
the present time the highest proportion for any company 
in common stocks is about 8 per cent; at least on 
book values. 

COMMISSIONER MACKINTOSH: How high has 
any company gone in the past ten or twelve years? 

MR. MacGREGOR: — A few years 
ago, orie very small life company went slightly over 
8 per cent. 

THE CHAIRMAN: The life insurance companies 
are forbidden to hold shares in ‘or own any other life 


company, and you give the reasons for that on page 78. 
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Apparently this situation arose in 1908 when you say 
it was felt desirable to institute this State of affairs 

There is also mention of certain compli- 
cations and dangers arising out of purchases of shares 
of another life company. Could you elaborate on that? 
What complications and dangers were there, and are 
they still a serious thing? 

MR. MacGREGOR: That again, sir, is a point 
that has an interesting background. Since some of 
the questions that are raised nowadays and suggestions 
made, imply, I think, uate es is undoubtedly 
in the Act because of the government or the Department 
of Insurance, and I am not sure that even the companies 
realize that they themselves recommended that pro- 
hibition in 1908. 

I have here a booklet, "Amendments to the 
New Insurance Bill Suggested by the Canadian Life 

Officers 
Insurance/Association, February 1908", where in 
Mr. Fielding's own handwriting he accepts the 
recommendation of the life officers that they be 
prohibited from investing in shares of other lifer 
companies. That prohibition was not in the bill 
before the government committee at that time. 

My personal opinion is that although much 
can be said on either side, that on balance it is a 
good provision. It is always difficult to know to 
what extent one company might meddle, one might say, 
in the affairs of another company. 


It is not a unique prohibition; banks are 


under the same prohibition and my understanding is that 
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under Section 75, I think it is, a chartered bank 
cannot invest in the shares of any other chartered 
bank. Now, whether there would be any disposition 
on the part of one Canadian life insurance company 
to meddle in the affairs of another life insurance 
company, if it were to invest in the Shares of that 
other company, I don't know, 

Certainly there are enough other invest- 
ments available, I think, without Suggesting the 
necessity of opening up other life companies' shares 
as investments for such companies, 

At the time the prohibition was put in 
the Act in 1910, the powers of companies to invest 
in common stocks of any kind were extremely limited, 
and in the bill as introduced the only common stocks 
open to Canadian life insurance companies would have 
been bank stocks. The life companies wanted Something 
broader than that, and they suggested provisions 
relating to other kinds of corporate stocks with 
dividend records, and so on, but coupled with that 
they recommended this prohibition against investment 
in other life stocks. I see no point in permitting 
it under present conditions unless the object were 
to purchase enough shares of the other life company 
to control it. 

THE CHAIRMAN: Is there any objection to 
that? 

MR. MacGREGOR: Well, of course, the 
Suggestion has been made in recent years that the 


prohibition should be removed, that it is ananomaly 
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that British and foreign life insurance companies may 
come into Canada andbuy control of a Canadian life 
insurance company, while our own Canadian life insurance 
companies ostensibly have to stand by and can do 
nothing. 

If the prohibition were removed so that 
a Canadian life insurance company could purchase 
control of another Canadian life insurance company, 
there would be no point in the purchasing company 
continuing to operate the other Canadian life insurance 
company so purchased in Canada; in the interests of 
efficiency and certainly under present conditions 
the obvious thing to do would be to merge the two 
companies and operate them as one. 

Briefly, the only point in one Canadian 
life insurance company buying another company, a 
life insurance company, would be to grow much more 
quickly and that, of course, raises a further question; 
whether it is desirable that the number of Canadian 
life insurance companies should diminish. 

When it comes to competing on the purchase 
of a Canadian life insurance company, I think in 
most cases the British or foreign interests that 
may be looking for some Canadian life company to 
buy would probably out-bid another Canadian Life 
company because in most cases the British or foreign 
life company from outside -- or other interests, or 
who ever they are -- in purchasing the Canadian life 
company must have in mind doing life business in 


Canada, and they must have in mind purchasing an 
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existing organization, something they haven't got, 
and usually it is an agency organization that they want, 
which is so difficult to build up in Canada. 

Another Canadian life insurance company 
has not the same need of a second agency organization. 
It is true they could undoubtedly acquire some good 
men both in the head office and in the branch office 
and. in the agency field, but coupled with the acquisitio 

would 
of some good men, they/have also quite a problem in 
trying to integrate all the rest of the staff and 
the officers and agents and so on, with their own. 

In general, I think in most cases, British 
and foreign interests could and would pay a higher 
price than other Canadian life companies would pay. 

It might almost involve, in some cases, a Canadian 
life company paying more than' another Canadian life 
company is worth to get it in order to grow big more 
quickly. 

We see something of the same sort of thing 
in the agency field. It is a terribly difficult 
problem to build up a good agency organization in 
Canada. Why should a good life insurance agent 
leave a good company to go with another company 
unless he is going to be paid more or get more in 
some fashion than the good company he is with is now 
paying him. It pretty much amounts to a situation 
where the smaller company or the newer company, wanting 
to acquire a good agent, has to pay him almost more 
than he is worth in order to get him away from the 


company with which he is presently well established. 
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COMMISSIONER LEMAN: In the case of a mutual 
life company, how does one go about buying such a compan 
MR. MacGREGOR: I don't think it is possible 
to buy one, sir. There is nothing to buy in the 
sense that there is no stock to buy; the policy- 
holders control the company. 

COMMISSIONER LEMAN: Is it possible to make 
some kind of an offer to the participating policy- 
holders that would enable you --- 

MR. MacGREGOR: No sir, because they have 
no interest beyond their own policies and they have 
no rights or powers beyond their own policies individually. 

COMMISSIONER LEMAN: So, to the extent 
that a life insurance company is mutualized, there 
is some insulation against what you are now describing 
as far as they are concerned? 

MR. MacGREGOR: So far as control is 
concerned, they are beyond purchase. So that to get 
back to the question I was discussing a moment ago, 
if this prohibition were removed, among other things 
I think it would inevitably result in a shrinkage 
in the number of Canadian life insurance companies; 
if other Canadian life companies were to buy their 
brethren. There again it is a matter of opinion 
whether we should have fewer life companies than we 
have. Right or wrong, certainly the policy of the 
Dominion government over a long period has been based 
on the view that we haven't too many Canadian life 


insurance companies in the field. 
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1 Knowing the terrible problems and waste,too, involved . 
2 in starting new companies, it seems better to keep the 
’ companies that are in existence on the scene than 

‘ to see the number shrink, especially if it would 

. be followed then by a mushrooming. One might say, 

g "Well, if Parliament, in its wisdom, thinks that 

; it would be better if we had a smaller number of 

é companies, why then, let the numbers shrink" -- 

9 and then Parliament in its wisdom, would refuse to 

10 incorporate new ones, except perhaps under exceptional 
11 circumstances, if the number could be controlled 


12 in that manner. But the problem could not be 


13 controlled in that manner because if people wanted 

14 to start a new company and Parliament refused, they 

15 would then go to a provincial féckaratuse and . 
16 get incorporated there. My own view, right or wrong, 
i is that if the number of life companies in Canada 


18 were to shrink substantially, I think we would be 


faced with the attempted incorporation of a pretty 


- large number of new companies. 

aa COMMISSIONER MacKEEN: Mr. MacGregor, | 

a if the Canadian companies would not pay as much 

sd as the foreign companies can now pay, there would 

24 not be as much chance of a Canadian company taking 
25 over another company. 

26 MR. MacGREGOR: The Canadian company would 
27 have to pay more than the British or foreign company 
28 is prepared to pay. The idea of mergers can spread; 


a9 I think it might almost become the fashion. I 


30 cannot speak for the companies, but certainly in 
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my experience, where the odd merger takes place it 
Stimulates a desire on the part of other companies 
to buy up companies, to grow large more quickly. 

We have seen something of that kind in 
the trust field in Canada. One company does not 
like to see its competitor buy up another company 
and increase its size very substantially. It gives 

that company the idea to do the same thing. 
Sometimes it is in the interests, and in most 
cases it is undoubtedly in the interests of all 
concerned that a merger be permitted, or I shouldn't 
expect the governments having authority in the matter 
would acquiesce or approve of such mergers. But 
I think that in some cases some pretty high prices 
have been paid for other companies taken over, 
and I think in some cases the purchase has not been 
quite the bargain it appeared to be at the outset. 

COMMISSIONER MacKEEN: If the number of » 
companies were reduced by a certain number, do you 
think that would have any appreciable effect on 
the selling cost of insurance -- in other words, 
cutting down on overhead and sales expenses? 

MR. MacGREGOR: It would more likely add 
to the cost, in the sense that it costs a lot of 
money to get a new life company started, and it 
takes a very long time. I would expect that if the 
number of companies were to be reduced through a 
lot of mergers we would have a lot of new companies 
starting up; and I think, on balance, it would 


aid to the cost. There is no doubt that the business 
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can be carried on more efficiently by a reasonable 
number of substantial companies as compared to a 

larger number of smaller companies. The costs today, 
over-all, I would say, are better from the policyholders' 
point of view than they were even 25 years ago. I 

think we are going to see increasing competition 

in the life field and greater pressure on the 

smaller companies. 

I think the fact that some of our largest 
companies have mutualized or are mutualizing is one 
factor. It means the policyholders are entitled 
to all the profits, and they consequently are ina 
position to offer insurance at cost. Certainly, 
there is no shareholder interest involved at all, 
but there are other factors that I think are going 
to tend to increase the competitive pressure. 

The largest life insurance company in 
the world that does a very substantial life insurance 
business in Canada has, until very recently, been 
under certain restrictions in its home state that 
even affected its operations in Canada. For example, 
the laws of its home state prohibited the company, 
being a mutual company, from charging different 
premium rates in Canada as compared _to the United 
States, even though it may be earning more | 
on its investments up here. That restriction was 
removed about two years ago. The company also 
operated under a somewhat similar restriction as 
respects dividends to its policyholders. The attitude 


of its home state within the last year has changed 
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in that respect too, so that that very large mutual 
life company may now, in effect, have closer regard 
for its actual experience in operating costs in 
Canada, and I think that means it can offer insurance 
on better terms to Canadians than it has been able 
to do in the past. 
There are several things of this kind 
that are tending, I think, to increase competitive 
pressures in the life field; and, certainly, the 
Same exists, by reason of the number of companies, 
in the fire and casualty insurance field. Everything 
seems to point to more competition rather than less. 
COMMISSIONER BROWN: If there are certain 
economies in size, is it better,in your opinion, 
to let some of our Canadian companies amalgamate 
and obtain this economy of size, rather than letting 
them be swallowed up by foreign purchasing? This 
is also involved in the other side of it, and that 
is: Is there more danger of smaller companies 
being taken over by foreign companies than larger 
companies? 
MR. MacGREGOR: In general, I think it 
is correct to say, "Yes": Most foreign companies 
wanting to do business in Canada cannot afford 
to pay too much to buy a company, and most of them 
probably are not anxious to start into business in 
Canada in too large a way, so that up to date most 
of the Canadian life companies that have been purchased 
by non-Canadian interests have been small. They 


have all been small, with one exception, and it was 
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a medium-sized company. 

Most of our Canadian life companies are 
pretty old, and the fact that some of them are 
Still relatively small, even though old, perhaps 
Suggests that their agency organization at least 
has not been as good as most other companies. 

So that if non-Canadian interests have purchased 
that kind of company, maybe they have not got all 
that they were looking for. 

COMMISSIONER BROWN: Surely, you are not 
Suggesting we do this so as to persuade the foreigner 
to buy a poor bargain? 

MR. MacGREGOR: No. I should not give 
the impression that the larger Canadian life companies 
have been immune or have not been exposed to risk 
of acquisition by foreign interests; they most 
certainly have. 

COMMISSIONER BROWN: What I was trying 
to get at was that the exposure was probably less 
if they are larger as against smaller companies. 

MR. MacGREGOR: No, I should not like to 
leave it that way, sir. 

In the last ten years some of our very 
largest Canadian life companies were very seriously 
exposed to the risk of acquisition by foreign 
interests, and it was that fact that gave rise 
to mutualization in most cases. It was one way 
of keeping control in Canada. 

COMMISSIONER BROWN: There is one other 


question on the same lines, and that is: if the 
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Smaller companiesare less economic in their operation, 
on the basis of a higher cost ratio for a lot of 
things, is this extra cost, which means uneconomic 
operations in the capital market in Canada, really 
justified? 

MR. MacGREGOR: I do not think the 
differences in cost are that great, sir. Again, 
I should not like to leave the impression that all 
Small companies operate less efficiently than larger 
companies. It is true that large companies can 
use mechanical equipment, and so on, that tends to 
cut down their costs relatively; but the smaller 
companies, in many cases, have had a very successful - 
investment experience, for example. That tends 
to offset expenses on the other side. There is not 
that great disparity between the net costs of 
insurance in one company as compared to another. 

The greatest relative cost is likely to arise 
among young companies; but even though we have 
still several relatively small Canadian life companies 
they are relatively old. It is the young company 
where expenses are relatively high. 

It is that .sort, of thing I think it is 
wise to avoid, if we can; that is, the mushrooming 
of a lot of new companies. 

COMMISSIONER BROWN: This leads, naturally, 
to the further question. You have twice expressed 
the opinion that if further amalgamations were 
permitted there would be a flood of new applications 


for incorporation and operation. Why do you think 
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this would come about? 

MR. MacGREGOR: Well, I think that mergers, 
perhaps, on the surface indicate Success. in many 
instances, Where companies grow, merge and, apparently, 
are successful, I think it attracts the attention 
and desire on the part of many persons to get into 
that business and start a company and do the same 
thing. 

In a sense I think we are witnessing 
a little of that sort of thing in the trust field 
at the present time, Really, since the war the 
experience of the smaller trust companies, in the 
main -- and there are exceptions, of course -- is 
that they have had a difficult time in many cases 
"buttering their bread," so to speak. The trend, 
therefore, was for the smaller trust companies to 
Sell out to the larger trust companies; and, of 
course, in many cases the larger trust companies 
have found it more and more necessary to have a 
nation-wide organization in order to service its 
own clients, 

There were some very good little trust 
companies in certain localities that were well- 
imbedded, so to speak, and not in any difficulty 
whatsoever; but the larger trust companies thought 
it best to buy out that small company rather than 
to compete with it in that locality. 

However, the smaller trust companies have, 
I think, felt increasingly the competition of the 


larger ones, and the trend has been for them to 
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disappear. On the other hand, I think we are 
witnessing now a desire on the part of a good many 
persons to start up new trust companies. There has 
been more interest evidenced in that respect in 
the last three or four years than, certainly, there 
was in the preceding 15 to 20 years. I think that 
people, when they see success, would like to get 
into that business, 

COMMISSIONER MACKINTOSH: Is there anything 
to prevent a Canadian company buying the assets 
and es bags of another Canadian company? 

MR. MacGREGOR: Nothing whatsoever, sir. 
There has been a provision in the Act y for many, 
many years, permitting a Canadian life company or 
a Canadian fire and casualty company to buy the 
assets and business of another company, by agreement. 
But I must say that, there again, the policy of 
the government and the Treasury Board has been 
against unnecessary purchases or mergers of that 
kind, unless in the interests of the policyholders, 
because the result would be a shrinkage in the 
number of companies. That has been so in the life 
field, but it has been less so in the fire and 
casualty field. 

There is one point that should be mentioned, 

as far as control and acquisition of companies is 

concerned. If a Canadian company were to buy 
another Canadian company the obvious and sensible 
thing to do would be to merge, and the purchased 


company would disappear. Where British or foreign 
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interests buy control over a Canadian company , 

the Canadian company, of course, continues as such; 
its identity is preserved, and there is no reduction 
in the number. 

COMMISSIONER BROWN: The prohibition jis 
against investing the life insurance funds in the 
Shares of another company, Has this prohibition 
operated also to prevent mergers, in the sense of 
share exchanges, where instead of the companies 
being the "X" company and the "Y" company, they 
become the "X and Y" company? 

MR. MacGREGOR: I do not think so, sir. 

COMMISSIONER BROWN: In other words, mergers 
eould have rn place? 

MR. MacGREGOR: They could not have, I 
should say, without special legislation. For one 
thing, in the life field at least, the capital 
stock of each life company is strictly limited in 
its act of incorporation, and usually it has been 
$1 million, but in a few cases more. In most 
eases the stock has been fully issued and subscribed 
and paid, so the companies have had no treasury 
stock that could have been used for a merger of 
the kind you have mentioned. But the art has not been 
a barrier, because if that were to take place the 
two companies would merge, and there would be one 
resulting company; and if that is desired it can also 
be accomplished by purchase and sale, . by 


agreement covering the purchase and sale of the 


assets .and business. 
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1 COMMISSIONER BROWN: My point was, that 
2 this would not involve investing the life insurance 
3 funds. 

4 MR. MacGREGOR: I see. There has been 
5 no expressed desire to carry out anything of that 


6 Kind. First of all, the companies have not had 

7 extra treasury stock to effect its A transaction 
8 of that kind would be governed in the’ same way by 
9 the Treasury Board and its policy, and I think the 


10 attitude of the Board -- I cannot speak for it -- 


11 would probably be the same as in respect of an 

12 agreement to purchase the assets and liabilities, 

13 because it would mean the disappearance of one company, 
14 or at least it would result in one company instead 


15 of two. 

16 I am reminded of one point that I 

17 mentioned in my submission, that perhaps should 

18 also be mentioned again. I think there is an 

19 increasing interest on the part of most persons in 
20 the particular company in which they are insured. 
21 I think in the older days when the amount of the 
22 personal budget that went for insurance was pretty 


23 small, people in the main paid less attention to the 


24 company in which they were insured. Certainly in 

25 the fire and casualty field I think it is fair 

26 to say that a great many people -- perhaps most 

27 people -- scarcely knew their agent, much less the 

28 insurance company in which they were insured, 

29 In the life field I think there has always 


30 been a greater degree of circumspection, but I think 
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in both fields there is an increasing degree of cir- 
cumspection. The part of one's personal budget that 
goes for insurance now is Substantially larger, with 
automobile coverage, more comprehensive coverage on 
one's dwelling, and a far greater interest in life 
insurance, pensions, annuities, and so on, I think 
that where people do exercise some judgment in choosing 
their life company -- and I think most of them 
exercise quite a bit of judgment since it is a long 
term contract -- but having chosen it, it seems to me 
wrong that they should then be shunted around, so 
to speak, in the mergers. of companies, and so on, 
with different managements, different investment 
policies, different in many respects, and there is 
nothing the policy owner can do about it. 

Having taken out his contract, usually 
he can only surrender it to his disadvantage. With 
a fire and casualty contract, of course, it is a 
Short term contract rather like one's boarding house; 
if he does not like it after a year when the 
policy expires, he can go to another company, if he 
does not like the treatment afforded by that company 
in the settlement of claims, or whatever it is. 
But where he has taken out his life insurance with 
a particular company, it seems wrong in principle 
that these policyholders should be bandied around 
in mergers. 

THE CHAIRMAN: On the other hand, the 
personnel of the company changes during the lifetime 


of the policyholder, and that might change the sort 
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of treatment he would get. How do you prevent that 
from happening? 

MR. MacGREGOR: One cannot, sir. At the 
Same time, I can throw a little light on that ,° I-think. 
It is very striking, really, the effect that the 
top officers of a company have on the whole organization 
under them; the whole corporate personality, so to 
speak: Certainly that is so in many cases, if not 
in most cases. We, as examiners, going into all 
kinds of companies, cannot help noticing the different 
atmosphere in some companies as compared with others. 

I think in most cases that atmosphere 
grows over the years and is not something that changes 
rapidly, even though the top officers --- 

THE CHAIRMAN: But you think a merger 
might result in a change? 

MR. MacGREGOR: I certainly do. F*think 
mergers are often upsetting all the way down the 
line; to officers, agents -- 

THE CHAIRMAN: On the other hand, if the 
merger strengthens the position of the company and 
provides a better deal for a policyholder, why 
Should there be any objection? Why would companies 
merge unless they thought there was some advantage 
in doing it? 

MR. MacGREGOR: There are many reasons, sir. 
I do not want to be unfair to the companies, but 
companies like to grow. They are very conscious 
of their size, in relation to competitors, and their 


progress relative to the progress of their competitors. 
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One cannot help coming to that conclusion, in seeing 
the figures of business in force and all the rest 

of it, that are published every year. There is always 
great emphasis on their size, rate of growth, and so 
on. 

Companies like to grow, and grow big; and 
grow big as quickly as they can, in some cases. Mergers 
are undoubtedly influenced, if not induced, mainly 
through desires to economize and operate more 
efficiently; but one cannot overlook that other aspect 
of growth for its:own sake. I .dornot,.think there, is 
sufficient evidence that if two companies were to 
merge they could, of necessity, operate more economically. 
In some cases I think there might be.a tendency to 
retain personnel, to double personnel, so to speak. 
You cannot eliminate a lot of officers and a lot of 
staff in.a merger; you have to keep most of them on, 
for some period anyway, even though in the long run 
the combined company may operate more efficiently. 

COMMISSIONER BROWN: I have just one 
question I should like to ask you about the foreign 
operations. You mention the arguments against the 
companies operating with foreign subsidiaries, 
and so forth. Has this factor of operating as one 
complete company given rise to any double liabilities, 
in the sense of where political complications arise 
and people have to get out of a country, and the 
company has a liability to the individual, and then 
the government of the country insists on a liability 


y 
30 to the government of the country as well. 
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MR. MacGREGOR: That has not been a problem 
in the past, sir, although there are some probiems 
on hand now of that kind. Where a company issues 
a policy to a resident of a foreign country, certainly 
the company as a whole is liable for that pelicy?t 
It may be that the country where that policyholder 
resides has taken precautiors in the way of requiring 
certain assets to be deposited locally for the protectio 


of its policyholders there. But in the past, where 


10 difficulties have arisen in foreign countries -- and 
11 there have been many cases of it -- whether through 
12 nationalization or nationalistic policies of one 

13 kind or another that have developed in those foreign 
14 areas, in every case the policyholders have rciained 
15 their equity but the companies have not had to pay 

16] twice, so to speak. 

17 There have been some peculiar situations in 
18 some cases, Our life companies operating in foreign 
19 fields seledom had an excess of assets over liabilities 
20 in the foreign countrylmt occasionally they had. In 
21 Japan, for example, there were two Canadian life 

22 companies just before the war. The asset position 
23 of one was a little long, and the asset position 

24 of the other was a little short, and when Japan took 
25 over the business, the company with assets that were 
26 a little long sought to get the excess released and 
27 Japan said, "No, we will not give you anything. You 
28 ask the other company that is a little short". I 

29 think there was an adjustment between those companies 
30 in that case. 
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1 But the point you raise, sir, is a very 
2 important one and a very significant one at the present 
3 time, because in the past, where a Canadian company, 
4 usually a life company, was forced out of a foreign 


5 field, the policyholders in that foreign field remained 
6 in that field, in their own country. There was no 

7 problem involving the mass migration of policyholders; 
8 and that is a problem at the present time;and it is 

9 a problem in Cuba at the present time. There is a 


10 possibility that the same sort of problem might 


11 arise in other areas of the world -- in Africa, for 
12 example. 

13 It has occurred in a small way in Egypt, 
14 where a considerable number of policyholders 


15 left Egypt,and when Egypt took over the business in 
16 Egypt of our Canadian companies, a satisfactory 

17 solution was found there by negotiation with the 

18 Egyptian authorities. In other words, the Egyptian 
19 authorities agreed to release certain assets that 

20 might be related to the Egyptians who had left Egypt. 
21 But the problem is more serious at the present time 
22 in reference to a country like Cuba, where a lot of 


23 Cuban policyholders have fled to the U.S.A. and naturall 


24 look to the companies to deal with them, quite apart 
25 from the fact that they took their policies in Cuba, 
26 and yet the policies are governed by Cuban laws; they 
27 were taken in Cuba, they were issued in Havana and 
28 the companies have assets in Cuba, to the'extent’ of 
29 their liabilities in the main. That is an unresolved 


30 problem. 
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COMMISSIONER LEMAN: Ig not the existence of 
this unresolved problem an argument in favour of lettin 
these companies operate through a subsidiary in those 
foreign countries? 

MR. MacGREGOR: I think, not, sir. I can 
really see very few advantages in a Canadian life 
company operating through a subsidiary in a foreign 
country. On the basis of experience, they have 
up to date operated on a branch office system, and 
very successfully, the world over. Where they have 
been forced out of different countries, it was not 
because of the method by which they were operating. 

I do not think it would have made any difference. 

For example, in Egypt it would not have 
made any difference if a Canadian life company had 
been operating there through an Egyptian subsidiary; 
it would have been taken over. The same in India. 

I think the greatest appeal that our Canadian life 
companies have had in these foreign fields is the 

strength and stability of the company itself, 
ander think a lot of that appeal would have been 
dissipated if they had attempted to operate through 
a local subsidiary. 

Many policyholders in these foreign Lands 
want a policy in dollars, and they want it with a 
company outside their native land. I do not think 
that desire is satisfied by a policy in a native 
subsidiary. I think in practically all cases where 
our companies have been forced out of foreign fields, 


financially they would have fared. worse if they had had 
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a subsidiary there, because, as I mentioned a moment 
ago, in most cases our companies have not had an 
excess of assets over liabilities in those foreign 
lands; they have either been pretty well in balance 
or have been short in assets. But if you have a 
native subsidiary you are bound to have an excess of 
assets there, at least to the extent of your capital 
and surplus, and I think our companies, financially, 
would have been worse off. I do not see hile® 

what circumstances they could have been better off 
had they operated through a subsidiary. 

The case for subsidiaries nowadays in the 
insurance field seems to be strongest where you are 
practically certain that economic and political 
conditions in that country are safe and sure for 
as long as you can see ahead. But if there is any 
risk or doubt whatsoever, I think the branch office 
basis is the better basis from the company's point 
of view. 

I would hate to think that our Canadian 
life companies had subsidiaries in Cuba at the present 
time, At least, I think their problems would be 
worse than they are now. 

COMMISSIONER BROWN: The only difference, 
I.suppose, would be that the liability to the policy- 
holder would be more direct to the subsidiary rather 
than to the whole company? 

MR. MacGREGOR: It would be more direct, 
but I am quite satisfied that they would never have 


sold the quantity of business that they did. Perhaps 
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that would be a good thing, under existing conditions. 

I do believe that a great many Cubans 
took policies in our Canadian companies because they 
wanted dollar policies in a Canadian company; they 
did not want a contract in pesos in a Cuban company. 

COMMISSIONER BROWN: The suggestion is 
that the companies knew themselves that they had 
this double liability possibility. 

MR. MacGREGOR: The only risk of double 
liability is in respect of a Cuban policyholder who 
leaves Cuba and in some fashion seeks to obtain from 
the company payment of his policy even though the © 
Cuban government has confiscated his policy as part 
of his property, and the Cuban government says to the 
Canadian life companies, "Pay me", the government. 
That has not yet arisen. 

COMMISSIONER BROWN: You say no cases of 
that have arisen? 

THE CHAIRMAN: Not yet. 

MR. Wiad GREGOR: There have been several 
court cases in the U.S.A. where Cuban policyholders 
who have fled Cuba have taken action against the 
Canadian companies to surrender their policy, even 
though legally it seems clear that it is a Cuban 
policy and can only be paidin pesos in Manto eieset 

COMMISSIONER LEMAN;: I thought you were 
talking about dollar policies. 

MR. MacGREGOR: Well, the situation is 
quite complicated, Mr. Leman. It is true that the 


policies prior to 1951, at least, were issued in 
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dollars, but by a decree of the Cuban government in 
that year all contracts, even though written in dollars, 
were changed to pesos, so that since then the currency 
of the policies has been pesos, whether originally 
written that way or not. But, likewise, since those 
difficulties and rules have developed, most of the 
Canadian life companies have tended to cut down on 
their new business there; not in every case, but in 
most cases. 

COMMISS LONER LEMAN: I thought the way Mr. 
Brown was referring to a form of double liability was 
this, that you lose your assets and still owe on. the 
policies. Suppose one of these Cuban refugees died; 
would the Canadian company refuse to pay on that policy? 

MR. MacGREGOR: They would never refuse, 
Legally they believe their position is that they would 
pay in pesos in Havana. But these policyholders who 
have fled have, in some cases, taken action in Florida 
courts against the Canadian company, seeking payment in 


dollars in the U.S.A. 
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MR. MacGREGOR: There have been a few 
cases that. have gone against the companies. Those 
cases are being appealed and really it remains 
to be seen yet what the ultimate legal situation 
will be. 

THE CHAIRMAN: We will now adjourn for 


15 minutes. 


--- Recess 


THE CHAIRMAN: We will now resume. 

COMMISSIONER GIBSON: I should like to 
ask Mr. MacGregor a few questions in the area of 
investments and limitations on investments. YOu 
have already answered a number of these questions 
in part in answer to some of the Chairman's questions, 
but I should like to explore some other aspects 
of this with you. 

I think that you appreciate that our 
interest in this is from the point of view of the 
flow of funds, and naturally we are particularly 
interested in any impediment to the free flow 
of funds to satisfy ourselves that the reasons for 
these impediments are sensible. 

You do say that, speaking of the various 
investment limitations in general, the Acts do not 
seriously hamper companies in any of these respects. 
You have expressed your general view on this and 
pointed out in regard to the 1imftation on the 
purchase of common stocks that no one of the companies 


is close to the 15 per cent. 
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What I was wondering was, does the 

fact that there are a lot, or quite a few investment 
against 

limitations possibly create an environment Vi changing 

investment policy on the part of companies? 

Do you think they are less likely to think of re-arrangin 

or changing their investment habits because there 

are these limitations? 

MR. MacGREGOR: I think there might have 
been a greater disposition along those lines had it 
not been for the enactment of the so-called "Basket 
Clause" of 1948. That clause for the first time 
really gave companies freedom to invest as they 
like. At that time the limitation was 3 per ‘cent 
of their assets. That was raised to 5 per cent in 
the amendments of 1961. 

I think that clause has been a good one 
and I think it met in part at least, if not to a 
nord banete degree, the point you have in mind, 
as I understand it. It is true that if companies 
are faced with a long series of "dos and don'ts" 
with no latitude, I suppose it might induce 
in some the kind of thinking that they have no 
freedom at all and they just do what they are told, 


own 
I think the fact is that companies of their/volition 


would probably put 90 to 95 per cent of their 
assets in those kinds that are prescribed, or that 
they do invest in now. 
With the existence of the 5 per cent 
margin where they may buy any bond or stock they like 


as long as the bond or debenture. 18 not in default, 
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and since that provision has been in force now for 

13 years, I think it must surely have induced in 

the mind of management to some degree a certain sense 
of freedom that they never had prior to 1948. At the 
same time very few companies have exercised that 
freedom to the extent of the maximum permitted by 

the Act. Even though they were permitted 3 per cent 
up to 1961 only one or two companies had approached 

3 per cent, and they were mainly companies that 

were interested in income real estate. On the 
average companies as a whole had only one per cent 
invested under that provision. Even though the limit 
is now 5 per cent they still only have 1 per cent 
invested under it. When we asked the companies when 
the 3 per cent provision was in force, Why don't you 
buy this or that under the "Basket Clause" if you want 
to buy it? Well, they said, we want to reserve our 
freedom or latitude in case something else comes 
along. That I think has been answered now; the 5 
per cent leaves ample scope to purchase almost 


anything they want. 


COMMISSIONER GIBSON: What I am 
wondering really is, unless you are going into a new 
field pretty seriously maybe there is an inelin- 
ation not to go into it at all because you need 


specialists and you need to do a lot of work there. 
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Do you think these limitations might affect the 
general attitude of some companies in saying: Well, 
we are happy the way we are, why should we try these 
new areas? 
MR. MacGREGOR: I do not believe so, sir, 
I do feel that we have had no indication from the 
compaiies that they feel this way. We feel that 
companies have ample scope now and we fate had 
no indication from the companies that they feel they 
are hampered or impeded from entering any field 
that they wish. TI know of no complaints on the 
companies! parts as respects investment provisions 
at the present time, unless it is with respect to 
common stocks and, more particularly perhaps, to 
the valuation of common stocks. I cannot help feeling 
that not nearly as many companies would buy stocks 
rersons 
as some/might think now, even if they had complete 
freedom, or we had a different basis of valuation, 
ahnere is always, think, the tendency 
On the companies' part to ask for more and more 
freedom whether they want to exercise those provisions 
or not. For example, income real estate first came 
on the scene about 1947. At that time our 
Canadian companies could not invest in real estate 
for the production of income of the lease -back 
type, and some American companies were engaging 
in that field right under the noses of our Canadian 
companies. We had to amend the laws to let the 
Canadian companies into this field. That was 


done by the enactment of the "Basket Clause" at 
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the time. A bit later, in 1950 -- two years later -- 
Some specific provisions were put in Section 63 
respecting the so-called income real estate. It 
was recognized as a particular kind or class of 
investment on the scene at that time of a desirable 
type. Immediately the loan and trust companies 
wanted a provision put in their Acts to cover 
income real estate. Well, it was put in the £OSH 
Companies Act and the Trust Companies Act in a little 
more limited fashion, but I do not think a Single 
loan company or trust company even yet has entered 
into one income-producing real estate deal of 
the lease-back type. I do not criticize them for 
it Se ai companies have one provision they all 
want it, whether they intend to use it or not. 

COMMISSIONER GIBSON: Well, in respect 
of the Basket Clause I am not clear from what 
you have said what your philosophy is here. I 
got the feeling from some of the things you said 
that this was to allow companies to do things 
there were perhaps a little riskier. In your 
reference to the "Basket Clause" in your brief at 
page 56 you relate it to the surplus as though 
perhaps there was more risk in this area, yet in 
other places you have given me the feeling that 
this is to give more flexibility of movement in 
the areas where provision is not made where there 
is not any more risk than in other areas, 

MR. MacGREGOR: ‘The latter was the 


original intention. There was no intention in 1948 
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1 when that provision was enacted that it should be 


2 regarded as an invitation really to engage in 

3 risky investment, or to make risky investments. 

4 Its original purpose was to permit companies to 

5 make investments that they believed to be sound» 


6 even though they did not comply with the technical 
7 requirements of the prescribed clauses. Certainly 
8 its existence enables companies to make investments 
9 that might be of a little riskier type, if they 

10 wish to, but that was not the original intention, 
11 and frankly they have not, 

12 COMMISSIONER GIBSON: Why do you relate 


13 it to surplus in talking about it then? Presumably 


14 your investment here ought to be as good as other 

15 investments? 

16 MR. MacGREGOR: That is the way it has 

17 worked out. When it was enacted, of course, it 

18 was a new provision and although it had been enacted 
19 in some state laws to the south, it was new 

20 and it was unknown what companies would do under 

1 it. For that reason in our thinking we related it 


22 to surplus. We thought about half the companies! 


surplus of 6 per cent would originally be a reasonable 


23 

24 provision. As it has turned out it has been used 

25 by companies to make good investments, I do believe. 
26 There has been no indication that they have used 

27 it to buy penny mining stocks or anything of 


28 that sort at all. 


29 COMMISSIONER GIBSON: So you would not 


30 now particularly relate it in your thinking to 
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‘ surplus? 
2 
MR. MacGREGOR: Not so much, no. One 

: of the early investments that arose was G.M.A.C 

: debentures that were not technicallyeligible, but 

; nobody at the time questioned the soundness of 

‘ G.M.A.C. debentures. The companies bought them 

: under the basket provision but. they later qualified 
. under the regular prescriptions. 

. I think we are headed more and more toward 
ad greater latitude in theinvestment provisionsin the Act. 
HM We are not really very far from almost complete 

12 freedom. In my own thinking I have felt that it 

“i is right that we should grow with the times and 

“s that freedom should grow with experience. At 

- the same time, I have felt it right that the greater 
- freedom companies are given in making investments 
e the more realistic our valuation bases should be, 
To me it is inconsistent to give companies more 

4 and more freedom investment-wise and then chante t9 
re more or less arbitrary valuation wees. weeenee 

a it be amortized values for bonds or some average values 
- for stocks and so on. I prefer the British system 
- in that respect; with freedom be realistic. That 
“a again is only one reason why I adhere rather 

” strongly to the market basis of valuation, not- 

‘ withstanding what is said against it. 
al COMMISSIONER GIBSON: Well, from what 

sas you say you have almost convinced me that there ought 
” to be complete freedom of investment here with a 

30 


sound valuation approach. What is the objection 
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to complete freedom? Are there some immature 
companies around that need to be checked? 

MR. MacGREGOR: Oh, in time we may grow 
to it. Perhaps it may not be vVeryvotear.offay © should 
not like to make a prediction really. 1, think the 
provisions of the Act probably have an effect now 
beyond the insurance field itself. Quite a few 
pension funds, trusts and so on have their investment 
provisions written in terms of the Insurance Act. 
That is just a side effect, of course, not a main 
one. 

COMMISSIONER GIBSON: Are there some 
marginal people in the field that perhaps should not 
be absolutely free to invest as they please? 

MR, MacGREGOR: I should not like to point 
a finger at any on the scene today, Mr. Gibson. 

COMMISSIONER GIBSON: No, I would not 
expect you to, but is there a marginal problem still, 
that is all I am really asking you? 

MR. MacGREGOR: I think they serve 
as preventatives and deterrentsin some cases, yes, 
to going overboard for some particular field that 
may appeal to some management. There is so much 

variety; some companies are so mortgage-minded 
they want to put a large proportion of. their assets 
in mortgages. Not many want to be above 40 per 
cent but one company has 60 per cent and at one 
time nearly 70 per cent, but others have not wanted 
to develop a mortgage department to any extent at 


all, although that is less so now than it used to be. 
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They prefer to keep to corporate bonds and other 
bonds. 

COMMISSIONER GIBSON: But you do 
not impede them in this area at all? 

MR. MacGREGOR: No, that is true enough. 

COMMISSIONER GIBSON: One of the things 
they said to us is that they are very different. 

MR. MacGREGOR: I beg your pardon? 

COMMISSIONER GIBSON: This is one of the 
things that insurance companies said to us, they 
are very different, and some of them concentrate 
on mortgages while others concentrate on corporate 
bonds and so on. 

MR. MacGREGOR: Yes. 

conti sstonER GIBSON: Going back to the 
common stock position; the equity position, I would 
like to go over some of the comments you have made. 

At page 59 you say that if the insurance 
companies had purchased more stocks they would not 
have had as many funds in fact to invest in mortgages. 

This, of course, is true, but would it 
matter? Would this be undesirable from the standpoint 
of the financing pattern in this country? 

MR. MacGREGOR: Well, of course, we all 
know that a company can only invest a dollar one 
way, it cannot invest it twice except successively. 
I think in fairness to the companies they have cecu 
conscious of public policy and public demand for 
money, where they put their money into government 


bonds during the war and into mortgages after the war, 
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and so on. I think they have tried to meet public 
policy and public demand as best they could. 
COMMISSIONER GIBSON: Would they not have done 
that even if there had been somewhat of a 
tendency to invest in common. stocks? You would still 
expect them to have bought government bonds at 


certain times and mortgages at others’, 


MR. MacGREGOR: I would think that if they 
had after the war headed toward common stocks instead 
of mortgages, even if they might have fared well 
financially out of it, I think they would have 
attracted far more criticism in doing so. If the 
public was clamouring for mortgage money, the 
public could point to the companies and say: They 
do not give a hoot about us. They are investing 
in common stocks with the idea of making more profits 
for themselves or for their companies, but again I 


am not sure what stocks in volume they would have 


bought. 

COMMLSSIONER GIBSON: Supposing they made 
more money, this would have meant that insurance 
would have been a bit cheaper, perhaps. 

MR. MacGREGOR: Well, it might have been 
a little, but I think if they had gone into stocks 
they would have gone into U.S. and U.K. stocks, not 
into Canadian stocks, and then again they would 
have been open to the criticism that they were 
not investing in Canacian equities-'to keep. control 


here and so on, or providing equity capital for 
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Canadian industry. 

COMMISSIONER GIBSON: This would have 
built up Canadian foreign assets. 

MR. MacGREGOR: The fact is at the present, 
although they have less business in the States, of 
course, than they have in Canada, they have more 
U.S. stocks than they have Canadian stocks. That 
has been pretty much the case all along. In other 
words, U.S. stocks have been more attractive to them 
than Canadian stocks. 

COMMISSIONER GIBSON: Do you see anything 
wrong with that, sir? 

MR. MacGREGOR: No, I do not. I do not 
criticize them for it but the point I had in mind 
is that even if there was no limitation on common 
stocks, and even if they had a valuation method 
based on averages or something that would insulate 
them a bit more from market fluctuations, and if 
they had invested more money in stocks I think they 
would have bought U.S. stocks more than Canadian 
stocks. So then, I suppose, they would have been 
subject to criticism on two sides: First that they 
had not provided mortgage money in Canada and, 
secondly , they were not buying Canadian stocks 
to help keep control here or to provide equity for 
Canadian industry and so on. 

COMMISSIONER BROWN: Presumably if they had 
done that and had been subject to the criticism 
they would have changed their pitern, but they did 


not have the opportunity of being subjected to that 
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criticism. 

MR. MacGREGOR: Well, of course the fact 
is they could have bought lots more stock if they 
wanted to. The 15 per cent limitation was no 
inhibition to them at all. I think it is fair to 
Say also that not nearly so many companies want to 
buy stocks as some people would believe. Many companies 
just do not think they are a suitable, type of 
investment for life companies. Certainly the largest 
U.S... life company is dead against buying any stock 
whatsoever, 

COMMISSIONER GIBSON: Yes, but the thing 
is you make this point in your brief and, therefore, I 
it think it is fair for us to assume that you would thin 
these are significant considerations. 

MR, MacGREGOR: I do. 

COMMISSIONER GIBSON: I refer to the 
limitations that exist in respect of the purchase of 
stocks. 


MR. MacGREGOR: yes. 
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COMMISSIONER GIBSON: One of the other point 
your raise is that if they had bought a lot of stocks 
it might have meant widespread control of 
Canadian industries by insurance companies. This 
is possible too, but would that be a bad thing? 
I mean, perhaps Canadians might be happier than seeing 
a lot of stocks bought by people outside the country. 
MR. MacGREGOR: Iam not sure, sir. I 
can only say that wherever that sort of thing seemed 
to have developed, governments have been rather 
quick to criticize companies for doing so, and have 
taken measures to Stop it. The Royal Commission here 
in 1906 was critical of investments that had been 
made. Even then some Canadian life companies were almos 
running and owning street railway companies. We see the 
same thing happened in the United States in the 1930's. 
We have seen it even more recently in that country. 
I think managing a life company is a full- 
time job, and if our companies were to get into a 
position whereby they controlled all sorts of other 
kinds of businesses, I think in order to protect their 
own interest they would have to take some significant 
part in the management of those companies. Frankly, 
I do not believe they are equipped to do it, and 
jthey should not do it. 
COMMISSIONER GIBSON: They do not show 
any particular inclination of wanting to do it. 
MR. MacGREGOR: No. They have in the 
past before there were any restrictions. The report 


of the Royal Commission mentions that in considerable 
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detail. 

COMMISSIONER GIBSON: You are really saying 
that there are a lot of other factors affecting 
investment policies of insurance companies than 
market and economic factors. You are really putting 
quite a lot of weight on what the public thinks and 
what the government thinks, and various general 
attitudes which you believe exist. That is correct, 
is it not? 

MR. MacGREGOR: I think it is. There is 
surely a public feeling against big financial 
interests running the.country, in many respects. 

I think in general that specialization 
is likely to lead, surely, to more efficient.operations. 
If the life companies stick to.the life insurance 
field, the trust companies to the trust companies 
field, the banks to the banking field, and so on, 
there is bound to be more efficient operation. If 
our life companies were to get into the position 
where they are running all sorts of industries, and 
so on, I suppose there would be no reason why they 
should not be running trust companies and banks if 
they were big enough, and goodness knows what, but 
I think the trust companies feel the present situation 
is best, and I believe the life companies do too, that 
they stay in their own fields. 

COMMISSIONER GIBSON: There has been 
a tendency in the post-war period for people to go 
into other people's fields. There is quite a 


broadening in financial activities in various groups. 
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MR. MacGREGOR: That is true. I should 
not think it would be in the best interest of our 
life companies and their policyholders, however, if they 
were to get into the position where they were running 
food chains and rubber tire companies, and goodness 
knows what kind of companies. 

COMMISSIONER GIBSON: Of course, you could 
meet this kind of problem by having some limitation 
on the proportion of shareholdings of any particular 
company. 

MR. MacGREGOR: We have a 30 per cent 
limit now. No company may purchase more than 30 per 
cent of the shares of another company. That is designed 
to keep them from getting control, although even 
30 per cent might in many cases amount to an effective 
control. 

COMMISSIONER GIBSON: On the valuation 
of equities, common stocks, I understand you value 
them at market price for annual statement purposes, 
is that correct? 

MR. MacGREGOR: That is correct. 

COMMISSIONER GIBSON: And at book value 
for calculating the 15 per cent limit? 

MR, MacGREGOR: That is correct. 

COMMMSSIONER GIBSON: Is there any reason 
why this should be done on a different basis? 

MR. MacGREGOR: Of course, book values 
are generally more stable values. In the main they 
are cost prices, so that when the limitations are 


written in terms of book values you have a fairly 
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Stable basis for your limitations. If the limitations 
were written in terms of market values, especially 

for stocks, the basis would be a good deal less stable. 
So it makes quite a difference, I must admit, at the 
present time, on the basis of book values. 

The highest proportion in any large company 
is 7.8 per cent in common Stocks. On a market basis 
that same company has 14 per cent. The fact ig “or 
course, they bought many of their stocks quite a while 
ago at lower prices. 

COMMISSIONER GIBSON: This method gives 
more latitude than if you hada everything on a market 
basis. 

MR. MacGREGOR: Yes, it does. 

COMMISSIONER GIBSON: And it does not vary very 
Widely in a year? 

MR. MacGREGOR: That is right. 

COMMISSIONER GIBSON: Why do you not limit 
the purchase of preferred shares if you limit the 
purchase of common shares? Do you regard them as 
much safer than common stocks? 

MR. MacGREGOR: I think the answer is there 
just never seems to have been any need to do so. I 
think in most cases legislation has followed an 
apparent need, and the companies never bought preferred 
shares in great quantities. 

COMMISSIONER GIBSON: It is not an indication 
of their superior quality? 


MR. MacGREGOR: No, I do not think so, They 


have never been particularly popular. 
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COMMISSIONER BROWN: May I just clarify 
a couple of points. The book value of 15 per cent 
relationship applies only to Canadian companies, does 
it not? 

MR. MacGREGOR: It applies also to the 
assets to be maintained on deposit in Canada by 
British and foreign companies against their Canadian 
liabilities -- not on the book value basis. 

COMMISSIONER BROWN: That is what I mean; 
with the foreign companies it is the market values. 

MR, MacGREGOR: That is correct. 

COMMISSIONER BROWN: So, there could be 
occasions when they 
had bought stocks which had gone up in price, 
when they would have to make a change because the 
market value had gone up? 

MR. MacGREGOR: That is right. it is 
a little harder on British and foreign companies 
in that respect, or it may appear to be a little 
harder, but on the other hand there is nothing to 
prevent the British or foreign companies from buying 
all the stocks they like. 

COMMISSIONER BROWN: I just wanted to 
clarify that position. 

MR. MacGREGOR: That is right. 

COMMISSIONER BROWN: Does the basket clause 
apply to foreign companies as well? 

MR. MacGREGOR: Yes, it does. 
COMMISSIONER BROWN: Does this put, to 


that extent, the foreign companies in a slightly better 
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1 position than the Canadian companies, in that foreign 
2 companies have to have these percentages applied 

3 against their liabilities, whereas in the Canadian 

4 companies they apply against the whole liability 

5 position, including surplus? 

6 MR. MacGREGOR: The basket provision in 

7 the case of British and foreign companies, the 5 per 
8 cent now, applies to the market value of the assets 

9 they have deposited against their Canadian liabilities. 
10 COMMISSIONER BROWN: That is what I mean, 
11 that the foreign companies can use this basket clause 
12 up to 5 per cent against their liabilities to policy- 
13 holders? 

14 MR. MacGREGOR: Yes. 

15 COMMISSIONER BROWN: With respect to the 
16 Canadian companies, the 95 per cent has to apply 

17 against their whole picture, including surplus, so 

18 that if the foreign companies are able to keep their 
19 Surplus out of the country in any other category they 
20 wish, why should not the Canadian companies be given 
21 wider leeway with respect to the proportion of their 


22 liabilities which is not directly against their 


23 policyholders, in other words their surplus? 

24 MR, MacGREGOR: I think, looking at it 

25 the other way, that is concentrating on the basket 

26 latitude itself, the Canadian companies may put 5 per 
27 cent of their total assets, which means 5 per cent 

28 of their liabilities plus 5 per cent of their surplus, 
29 into any form of investment they like. You might 


30 say in the case of the British or foreign companies 
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they might put only 5 per cent of’ their liabilities 
alone, if their liabilities and assets are the same. 

COMMISSIONER BROWN: Is it not the other 
way around, and that is that in fact you control 95 per 
cent, and 5 per cent is left free? 

MR. MacGREGOR: Yes, 

COMMISSIONER BROWN: Now, if the Canadian 
companies just had to have control on 95 per cent 
of their liabilities, they would have the other 5 per 
cent. of their. liabilities,., plus the whole of their 
surplus, free for anything. 

MR. MacGREGOR: Yes, that is correct. That 
is right. However, I do not think it is a practical 
point, sir, because none of the Canadian companies 
has come anywhere near the 5 per cent latitude that 
they now have open to them. 

COMMISSIONER BROWN: No, but my point 
is that if the surplus were available in the same 


category as the basket, in other words, if the other 
requirements were against their liabilities to 


policyholders, it would give them greater 
freedom, would it not, and at the same time it would 


Still keep them in the same position as the foreign 


companies? 

MR. MacGREGOR: I do not think in practice 
there is any significant difference between the two. 
The Canadian company may put 5 per cent of its total 
assets in investments under the basket clause. A 
foreign company may put 5 per cent of its deposits 
in whatever form it likes, and it can put anything 


beyond that it likes as a head office investment. 
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COMMISSIONER BROWN: But the Canadian companies 
are not permitted head office investment leeway. 

MR. MacGREGOR: That is right. 

COMMISSIONER BROWN: What are the ranges 
in the basket clause now in Canadian companies? 

MR. MacGREGOR: I have not the figures 
with me but I would say none exceeds 3 per cent. 

COMMISSIONER BROWN: I just wondered in 
this whole discussion if there had been any thought 
of giving greater leeway in the basket clause for 
Canadian companies which had a fairly large surplus. 

MR. MacGREGOR: They have ample room now, 
sir. I do not think the companies themselves feel 
they are restricted in the slightest way so far 
as the basket clause is concerned. Every single compan 
has a lot of latitude under that clause yet that has 
not been taken up. 

COMMISSIONER MACKINTOSH: Is it your 
impression, Mr. MacGregor, that since the provision 
was made for segregated pension funds that the life 
companies have lost interest in an increase in the 
common stock percentage of 15 per cent? 

MR. MacGREGOR: Oh, most certainly. That 
was recognized even at the time of the amendments. 
When they asked for the 25 per cent, that is when 
we were still discussing the segregated fund question, 
and when we agreed to support their views as respects 
segregated funds, it is my recollection, impression 
and, in fact, understanding that the 25 per cent was 


pretty well forgotten about. It was never pushed by 
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the companies after that. The existence, of course, 

of that amendment respecting segregated funds effectivel 
gives them a great deal more latitude to buy common 
stock because it fee. Crdevnedd ome pension field 
where they really waneddléd buy common stocks, and 

they have complete freedom there under that amendment. 

COMMISSIONER BROWN: The proportions you 
look at are with respect to the overall picture. 

MR.MacGREGOR: Yes. They are not just 
Canadian assets. 

COMMISSIONER BROWN: Do you run into any 
Situation where the requirements of a foreign Juris- 
diction cause a certain dislocation as far as Canadian 
assets are concerned; in other words, whether 
percentages might be different in some foreign juris- 
diction which throws things out so far as the Canadian 
policyholders are concerned? 

MR. MacGREGOR: No, there are no serious 
troubles there. Our companies are authorized under 
the Act to deposit in foreign countries sufficient 
to cover their liabilities there, or even to go beyond 
that if the laws of the foreign countries so require it. 

COMMISSIONER BROWN: You imply that 
this takes place in United States, that there are 
cases where they have to deposit assets in excess 
of liabilities? 

MR. MacGREGOR: The rules governing deposits 
vary a great deal. In United States they are 

__ pretty strict in that respect. There is usually a 


state of entry recognized for each company entering 
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the United States. Michigan has been a favourite 
State, and the deposits are set up under an agreement 
originating there. The United States has been quite 
Strict in the amounts of deposits required. Our life 
companies have had no difficulty meeting them, of 
course, In the fire and casualty field, notwithstandin 
the apparent law, some of the States, especially 

New York, have been very strict and seem to exercise 
quite a bit of administrative discretion too. Not 
many of our Canadian fire and casualty companies 

do business outside Canada, and those that do are 
mainly in the United States of America. 

In New York State they pretty well say, 
"You put up assets two to one compared with your 
liabilities, and if you do not want to put it up you 

can not do business here." 

On the other hand, in Great Britain, of 
course, they make either a nominal deposit or no 
deposit at all, so that overall, if a company is 
doing business in Britain and the United States, its 
assets out of Canada are considerably less than its 
liabilities. 

The basket clause has certainly served a 
useful purpose where companies are operating in foreign 
fields too because quite understandably good invest- 

ments arise in other countries for which we have 

no counterpart here, and the old prescriptions just 

do not fit in some cases. But under the basket clause 
they are empowered to make investments in foreign 


fields without any particular difficulty. 
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I mentioned one point in my submission, 

to harp back again to this question of control of 
that 

companies, /although Suggestions have been made recently 
that this prohibition against life companies buying 
Shares of another life company should be removed, 
our Canadian fire and casualty companies were in 
exactly the same position back in the 1920's. There 
was a lot of ‘concern then because a lot of 
Canadian fire and casualty companies were being 
bought up by United States and British fire and 
casualty companies and it looked as though all our 
purely Canadian fire companies, or most of them, 
might disappear with the proportion in their hands 
getting down to 4 per cent in 1925. 


There were similar suggestions at that 


4 


; 


time that something be done to stop the trend 

and,on the recommendation of the then Superintendent 
of Insurance, an amendment was made to the Act in 
Section 64 respecting Canadian fire and casualty 
companies that gives such companies the power to buy 
the shares of another fire and casualty company. 

But that legislation has not been particularly effective. 
There is only one case I can think of at the present 

time where a Canadian tana and casualty company still 

owns another Canadian company, and it is quite a 

small one. It is rather ironical that certain large 
Canadian fire and casualty companies operating in a 

group, as they have always done, which 

pressed the hardest for that amendment in the 1920's, were 


bought out in their entirety last -year by a British 


group of companies. 
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We in the iia aero have heard all 
sorts of suggestions as to what should be done, and 
I must say that some of them are pretty drastic; even to 
prohibit shareholders from selling their shares to 
foreigners. 

COMMISSIONER BROWN: On the matter of 
valuation, would you tell us briefly how mortgages 
are valued and how they fit into this whole picture 
of amortized values, book values and market values? 

MR. MacGREGOR: For all practical 
purposes one can say that mortgages are carried on 
the books of the company at the balance of principal 
outstanding. In other words, at their full value. 

There is a question of reserves against mortgages, 
and that has been the technique, the valuation technique, 
so to speak, to carry the mortgage at its full face 
value and set up any necessary reserves in the 
liabilities, unless the mortgage gets so bad 
that it has to be written down or written off, but 
mortgages haven't been a particular problem at all 
for valuation purposes in recent years. 

Back in the 1930's it was a very serious 
problem. At that time many of our companies had 
Significant amounts in western farm mortgages and 
also in city mortgages that had gone sour. Certainly 
I personally paced a good deal of pavement in those 
years looking at foreclosed real estate, et cetera, 
and itwas an individual problem in each case to set 
up what seemed to be an appropriate reserve against 


this mortgage and that mortgage, and So on, 
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1 Where interest fell in arrears in those 

2 years, most companies stopped charging it up for 

3 balance sheet purposes after two years, In the eyes 
4 of the mortgagor, of course, the interest was 

5 accumulating, but no company ever carried any more 

6 than two years overdue mortgage interest. 

7 Mortgages were written down in those 

8 years depending upon an individual assessment or 

9 appraisement of each mortgage, and an appropriate 


10 reserve was set up in the liabilities. Happily, 
11 it hasn't been a problem in recent years or since 


12 the war, and I think that most of us hope that it 


13 will not arise. 
14 I think it is much less likely with 
15 the amortization base that we have for practically 


16 all mortgage loans now, the principal is steadily coming 
17 down and even if trouble develops in any. particular 

18 case -- apart from the newest mortgages -- there is 

19 not likely to be a serious problem, But in the 1930's 

20 the situation was so very different; the mortgages 


21 had been made in the 1920's and they were not on 


22 an amortized basis, they called for certain nominal 

23 amounts of principal to be repaid on May 1 and November 1, 
24 and the companies were not strict in enforcing these 

25 provisions and the loans went on for years without 


26 reduction at all in the principal amount, and then 
27 when they did fall in arrears the indebtedness was 
28 high and many of the properties were found to be in 
29 a poor state of repair. Even when foreclosed it 


30 cost a lot of money to put them back in shape to rent 
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or to sell them -- actually, they couldn't sell them -- 
but nowadays the situation is so much sounder with 

the amortization basis and the equity of the mortgagor 
is steadily increasing. 

COMMISSIONER BROWN: But for valuation purposes, 
they carry it on book value? 

MR. MacGREGOR: Yes. 

COMMISSIONER BROWN: And to that extent it 
is not related to any market value because of «the 
difficulty involved? 

MR. MacGREGOR: That is right, there is 
no market problem in valuation there. 

As a matter of fact, the whole basis of 
argument as to an appropriate valuation method seems 
to me to be less important or less significant 
nowadays than it was years ago when companies had 
more of their assets in bonds. Now they have such 
a significant proportion of mortgages, nearly iO per cent, 
which are not subject to market fluctuations for balance 
sheet purposes and they are protected as respects 
government bonds, which are permitted to be carried 
at amortized values. They have policy loans which 
constitute on the average 5 per cent of their assets 
which are not subject to market fluctuations at all. 

In other words, the part of the company's balance 
sheet that is exposed to market fluctuations is 
considerably smaller than it was in times gone by, 
so they are pretty safe from serious shock from 
market changes unless, of course, they go heavily 


into equities, and they are exposed there. 
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COMMISSIONER BROWN: What is the average 
of this reserve for market values thot is set up? 


MR. MacGREGOR: Most companies at the 


end of 1961 were not required to set 
up anything. Of course, the practice now -- as I 
explained in my submission, or tried to -- is not 


to write down the assets or make a deduction from 
the assets, but to earmark an. investment reserve, 
to earmark some general or investment or contingency 
reserve, -- by whatever name it may be called -- 
and in that way to make provision for any 
deficiency of the market under book.Thus at the end 
of the year it doesn't mean that the Surplus is 
bouncing all over the lot, it means that a part -of 
their present reserve is marked to cover the 
deficiency and the afi WAVE of the reserve in the balance 
Sheet still stays the same. 

At the end of 1961 most companies were in 
a position where their market values were above their 
book values. At the end of 1960 quite a few companies 
had to earmark an investment reserve to cover a 
deficiency at that time. If they had anything much 
in stocks at all, even a small amount, the appreciation 
there has offset to a large extent the deficiency on 
the bond account. 

COMMISSIONER BROWN: I gather most companies 
don't have a reserve for market values? 
MR. MacGREGOR: Most of them don't have 
it doesn't appear in the balance sheet as a 


it as such; 


reserve for market values. Most companies will have 


; @e-e - ‘ "7 . ’ 7 + <i, ee 


- yEs8s - _ gunk’ wom a 

siwwin®) otwoyle st 

egeiavs eft at tedW :UWOAG ABMOTA2IMMOD!Y foes of so fF 
\s 


qu toa at tent confev sexism 10% evreres eins ‘toy 
edt ¢s eastnsqmoo seoM :HODEHDOSM VAM 62 tvoms erty 
tee ot bertupes tom eysw [dQL to bas 


I es -- worm soitosiq sat .sa1vos 10. .3gniddyas qu 


tom et -- ot beint ro ,mofeegimdve ym al beatsiqxs 
mort doitoubsb 6 eNem ro ateees ocd awob stiiaw of 


ovisast tnesmtasvar ms Aismires ot tud ,ateaas edz 


n eo 4 Oo ow Ou! 


= 


yorusgatinoo ro dremtaeval ro Lerene3 smoa Aremrse of 


tf 


-- befiso sd ysm Ji smen rvevetedwyd --) (sv19ass 


VIB TOT mofetvorq sNsm ot yew tsdt mt bas 


Lond 
pee 


bre edd te audT.xood rsbaw gedism edd to yonstot tsb St 
et evlquue eft tedt asem S'nesob ti resy sdt to | 
to tJusq 8 tsdt ansem cL .,dol edt revo [fs anionyod a 
sit revoo ot bediem ef svionen treeeng steds 
soneled end ami svisas: edt to temrome eit. Dns yoretioiteb 
.emee edit eysta Lfite teesde 
mk es rew estaisqmoo teom [dQf to bras end tA 
atedt svods srew esulsv sedrem thers. sioriw notttaog 6 
esinsgqmos west s ettup Od@l to bane sit tA  asutlsev sood 
S T9voo oc evisesi tnsmtesevat as Aremres od bed 
dovum auafiddyas bed ystit tL wemtd dadc da wonetot ted 
noldstosrqgs edd .davome [lame s neve (Lie de vedoote mt 
mo yomstolish edt tnetxs syrsl gs ot Jeetio esd srodt 
-tavooos baod sds 
aha besten’ teom asndsy I :“WWOnE AAVOLeAlMMOD 
tesulsv dediem tol evreesi is “seved t'nob 
even t' mob medt Io taoM :AODETADSOSM . AM» vod? 


8 ag tsede eoneled oft mi tesqqs t'mesob tt edovaces tt 


aventt ffkear ca twhnenea +42 ee ae ee ee ee ee an a ee Slee ies 


Nethercut € Young = 6838 of 


Torente, Ontario 


their surplus and some general investment or contingency 
reserve as well at some round amount, and if market 
values are less than book values at the end of any 

year, they will indicate in parenthesis -- in fact, 

they are instructed to do so -- they will indicate 

in parenthesis that part of the general or invest- 

ment or contingency reserve that is required to cover 
the deficiency. 

COMMISSIONER BROWN: Is the 
reserve set up from the operating profit or 
capital gains, or both? 

MR. MacGREGOR: Both. Companies have 
followed different policies in writing down their 
assets. There has always been strict opposition 
all round to anything in the nature of writing up 
the book value of a company's assets. On the 
other hand, when it comes to writing them down, 
companies have generally written down the book value 
where it is believed that intrinsic depreciation has 
been suffered. If a bond has gone in default and 
the situation is bad, the practice has been to write 
the book value down, but some companies nevertheless 
have applied capital profits in very substantial 
amounts to write down the book values of either new 
securities purchased or the values of securities 
already on hand and, of course, companies in that 
position almost always have a very substantial excess 
of market over book value. 

COMMISSIONER BROWN: There is a slight 


contradiction on pages 65 and 67, and I assume you don't 
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really mean it. At page 65 you refer to market value 
being the more realistic value for common stocks, and 
at page 67 you refer to market values or book values, 
if they are lower, as being the more realistic. a 
assume you mean the same would apply to common stocks? 
In other words, if book value is below the market 
value you assume the book value is'still more realistic 
than the market value? 

MR. MacGREGOR: I didn't intend there to 
be an inconsistency. My thought is that market 
value is more realistic, and is perhaps the most 
realistic, but the practice of taking the assets 
at book or market, whichever is lower, is the more 
conservative, and therefore better on that account. 

COMMISSIONER BROWN: I didn't think you 
meant quite that. 

MR, MacGREGOR: I am sorry if J misled 
you there. 

COMMISSIONER BROWN: At page 73 you 
refer to the current dividend formula. Could you 
just outline this for us? You say that there may 
be reasons for reconsidering the current dividend 
formula in certain contingencies? 

MR. MacGREGOR: Well, I was speaking there 
of dividends to policyholders, of course. 
COMMISSIONER BROWN: That is right. 
MR, MacGREGOR: In the older -- may I 


start back a little earlier -- most of the life 


business done in Canada is done on what is called "a wit 


profits" or participating basis. Although most of 
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our life companies have until recently been joint 
stock companies most of their business nevertheless 

3 is participating business; three-quarters, seventy- 

4 five or cient} per cent of their business was partici- 
5 pating, and although they were joint stock companies 


6 they were doing mainly a mutual business. At the 


7 same time, they have had a substantial volume of non- 
8 par business. 
9 In the older days the difference between 


10 the two was quite marked. The participating 

11 premiums of the companies had quite substantial 

12 margins in them, and most companies just offered 

13 the two series; non-par, the rock bottom, guaranteed, 
14 no dividends, and par with a good margin. They were 
15 called the old standard par rates. That was 

16 in the 1920's, broadly speaking. 

17 Then, in the 1930's there was a move 

18 to offer other alternative series of par policies. 
19 They would continue to offer the old standard par, 

20 but if you wanted an intermediate series you could 


21 take a participating policy with a lower premium, 


22 and that developed to the point where some companies 
23 were issuing par policies with a very, very small 

24 margin in them. They were very close to non-par 

25 policies. 

26 There were some series issued in those 
27 years called modified par policies, but they had 


28 different names. They were non-par for the first 


29 ten years or even longer, and par thereafter. 


The point which I am trying to make is that 


tatot ased yitnsce: [ttaw eved seimegqmoove ttl 
seeleddyeven eaesatend rtedd to: deom Betaegmod aloo 
-ydreves .e1etisup-serd? ;eesatend Batt sqtotiusg St 
cath eew eeentaud itedt to ¢neo r9q <dete no evita 
nails NHoote tiatol sisw veds davodtis bas ~eaiteg 
oad tA e4octeud Isutum s yintem gmtob sew yedd 
“aon to emulov Isttustedue 6 bed sved yer Smit: snge 
-8eenteud tsq 
msewsed sonmerslitb edd eaysb ssbfo st al 
anitegqtotiusg sdT -bexyem sttup easw owd: edd 
Isftiastadue stinup bed estasqnoo sdt to amutmseq 
berstio teyt estnegmoo teom bre .medt af satesrsm 
.bsetasiesg ,mottod Noor sdz ~tSq-tom .aestrse owt sdt 
Sisw ysdT Aigren boog s dtiw isq brs .ebaesbivib- on 
esw tsdT -G93s1 sq brebastea bilo sqd beLfIso 
caeeaneals ylbsord ,e@'OSCLl sdtinat 
“Vom & S6W Si9nt a'OFel ent at asdT 
-8efotlog tsq to esiysa avidsarsdie Tedto retto o¢ 
.18q bisbasta blo edt rsttto of sunicnoos biluow yedT 
biuoo soy eastise stethemrsdot is bestasw voy tio sud 
<tuimetg yewol s dtiw ¥YOllog gattsgtottrsq ge set 
esltaqnoo smoe svadw taftog sit ot begolevsb ¢edd bas 
ffeme yrev .yrev s Adiw astotfog rsq gatveet svew 
T6q~-Mom ot se0olo yxav stew YoaT -medt mf atgasm 
-8etotlog 
seodd at beyeet estyst smoa ovew eter? 
bed yedt gud .4°lotlog sq bstttbom baliso aIT69Y 
devi? edt 102 reg-non sew yoaT -2omen trerelttb 
“ted Issrent i6q bie <t9gK0L fsvs Yo ereey mst | 
tect et exsm ot gntyrd eS hie SakoosedT«  *“oxerace bh 


Nethercut & Young . - 688) . 


Terente, Ontaric 


we have got quite a variety of participating business 
on the books now; different series of policies with 


different margins in the premiums. 


4 Where companies issue par business 
5 with a good margin in it, this is a wonderful source 
6 of strength, of course, if the company runs into 
7 difficult times because the margin in the premiums 
8 produces good earnings for the company and it can 


9 cut its. dividends to the policyholders if need be, 


10 and this is exactly what happened in the 1930's when 


11 several companies were facing difficult times. In 

12 fact, when they were using so-called authorized 
13 values for balance sheet purposes, being the market 

14 values orothervalues used in the last preceding balance 
15 sheet, the Department as a condition of using these 

16 values laid down certain rules, namely, that companies 


| 
| 17 couldn't increase their scale of dividends to policy- 
18 holders or increase their scale to the shareholders, 
19 and in the odd year one of the conditions was that 
20 they couldn't pay any dividends to shareholders, Consequently 
21 in those years the companies -- in order 
22 to recoup their strength -- changed their dividend 
| 23 formula, reduced their dividends to policyholders, and 
24 | cut down their shareholders dividends. 
That can still be done and it would be 


26 done if a company gets into a difficult position, 


27 but I don't think companies have quite the same 


flexibility now in that respect that they used to have 


29 because there is not nearly as much par business 


written with a relatively large margin as there used 
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to be, but that doesn't exactly answer the question, 
I know, that you have in mind. On this page I 
mention «that if the situation were serious enough 
they would have to reconsider their dividend formula; 
they would simply have to reduce it. 

Most companies follow what is called a two 
or a three factor formula in computing their policy- 
holders! dividends. One factor is related to the 
rate of interest and another to the rate of mortality, 
and the third to the loading.for expense. 

If the policy was written on, say, a 
34 per cent basis, and its guaranteed values throughout 
are on the 33 per cent basis, but if the company is 
earning 4s per cent -- roughly speaking an extra 
one per cent earned on the policy reserve -- this would 
be one of the elements scouteasuttitene to the dividend, 
but also the mortality savings in respect to that 
particular class of policy are computed, and this is - 
the second iactor contributing to the dividend, These 
and other factors are observed and followed in 
normal times, but if a company through investmentiv® 

policy, or whatever the reason, got into wpe Pic ia] 
position, you would have to suspend theory and cut 
these dividends even arbitrarily. 

COMMISSIONER BROWN: I asked my question on 
a too general basis. What I was really getting 
at was,on these mutual companies whichdon't pay out 911 


of their surplus each year in dividends; 


do they keep adding surplus? 
MR. MacGREGOR: There are two aspects there, 
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sir, I think; competition forces them, of course, 

to produce a net cost comparable to their main 
competitors; it is true they cannot pay out what they 
are not earning, but the position of our companies 
generally today is better and Stronger than it was, 
Say, before the war or even in some cases right after 
the war. 

The surplus position of :some companies 
ten years ago or so was not as strong as desirable, 
and these companies, of course, were in a bit of a 
dilemma; you have to produce a net cost and pay 
out dividends that will produce a net cost conparable 
to your competitors, and at the same time there is 
that strong desire on their part to build up their 
surplus position-- not to put surplus away unnecessarily|- 
but to get it up to a standard equal to that of their 
main competitors and that which is thought desirable. 

It is a matter of opinion, of course, 

reserves 
what surplus and free /a company should have; in the 
life field it is completely different from the fire 
and casualty field. By and large I think that most 
companies would like to have a free surplus and 
reserve position of about 72 per cent. If 2t-d6 
less than 6 per cent, most of them want to get it 
up at least to that. 

COMMISSIONER BROWN: I suppose what I am 
really getting at is to whom does this surplus in a 


mutual company go; if a participating policyholder 


dies, does his estate get any part of the surplus? 


To whom does the surplus belong? 
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MR. MacGREGOR: In a mutual company the 
surplus all belongs to the policyholders. Ina 
stock company the surplus in the non-par fund belongs 
to the shareholders. The surplus in the par fund 
belongs, in the main, to the par policyholders, 
although a share of it belongs to the shareholders. 
The share is governed by a section in the Act. 

COMMISSIONER BROWN: How can a participating 
policyholder get his share of the Ee et 

MR. MacGREGOR: In many cases they pay 
a mortuary dividend, and in some cases a dividend 
on surrender. 

COMMISSIONER BROWN: Is this a standard 
procedure? 

MR. MacGREGOR: This is a frequent or 
common procedure, but it is not universal. Triére 
are some companies that have not enough surplus 
to pay such a dividend. 

COMMISSIONER BROWN: If they are not doing 
this, should there be some maximum point at which 
this surplus should be allowed to accumulate? 


I cannot see how anyone can get it unless it is 


on maturity or a policyholder dies. 
MR. MacGREGOR: In the U.S.A., back in 


1905 there was « feeling -- and I think with some 


justification, perhaps -- that some companies were 


withholding surplus that should be distributed 


to policyholders, so they wrote a limit in the law. 


That has been changed and bandied around, until 


now in New York State there 15 a limit of 10 per 
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cent of the liabilities or $750,000, whichever 

is the greater. It is of no practical application here 
at all. Over the years we have had no difficulty 
with companies building up too much surplus. I 

can only recall one instance where we did take 

the initiative in rather criticizing a small mutual 
company for seemingly withholding too much surplus. 
Competition pretty well looks after the field 

as a whole. A company cannot build up too much 
Surplus. The agents alone are quick to point to 
the surplus and say, "Why don't you increase our 
dividends and improve our net cost, and so on? Then 
we will sell far more." 

In the fire and casualty field the situation 
is completely different. A good standard in the fire 
and casualty field is not 6 or 73 per cent of the 
company's liabilities, but almost a surplus equal 
to its liabilities. That is the generally accepted 
standard of a fire and casualty insurance company 
in a good position. They have assets about twice 
the liabilities, but it is subject to far more 
serious fluctuations and catastrophe hazards than 


a life company is. 


In fact, in our Act there is a section. which 
limits dividends in a fire andcasualty insurance 
company until its surplus equals ee eT ee a 
reserves. 

COMMISSIONER BROWN: I was not discussing 
so much the surplus of stock companies or surplus 


with respect to the shareholders of life companies, 
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but more the surplus with respect to the participating 
policyholders of stock and mutual companies. I think 
you have covered that, 

MR.. MacGREGOR: Competition pretty well 
provides the answer there. 

THE CHAIRMAN: What is the method of 
calculating the amounts of a dividend to be paid 
in the event of the death of a policyholder out of 
the surplus? Is that something that the directors 
of the company can determine, or is there some formula 
that applies? 

MR. MacGREGOR: It is a pretty complicated 
matter, sir. 

THE CHAIRMAN: Is it a formula of some 
kind? 

MR, MacGREGOR: Yes. It is not willy nilly; 
there is a particular formula. 

THE CHAIRMAN: I do not want you to go 
into all the details of the formula, because I 
am sure I could not understand that. 

MR. MacGREGOR: It is by formula. I might 
sum up my own thoughts on the life companies by 
saying that I think one of their greatest attributes 


is their strength, and yet through it all they are 


not too strong. I do not think they. have withheld 


surplus to the detriment of their policyholders. 


Happily, most of them are in quite a satisfactory 


position now. Of course, times have been good. 


Business has come readily since the war, and has 


expanded rapidly. Recently there have been signs 
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of poor persistency, but investment conditions 

have been good, and all the conditions affecting 
life companies have been relatively favourable 

ever since the war, so it is perhaps not surprising 
they have made good progress. 

If I may, I might provide the answer to 
one question that arose when the Ganadian Life 
Insurance Officers' Association presented their 
brief. One Commissioner asked what proportion 
of the business is presently done in the life field 
by companies that were registered 30 years ago. 

If one looks at new business issued and focuses 
attention on the life companies registered at the 
end of 1931 that are still doing business in Canada 
today -- and practically everyone of them is -- such 
companies did 91 per cent of the total new business 
transacted in Canada in 1961. If one looks at 

the business in force, the life companies that were 
on the scene in 1931 still have 93 per cent of the 
total life business in force in Canada today. 

In other words, although we have had many companies 
entering the field since 1931 they presently do 
only 9 per cent of the new business and have only 

7 per cent of the business in force in Canada. 

Another question related to the number 
of companies that have entered the field since 1931, 
30 years ago, and the number that have withdrawn, 

I am speaking, of course, of federally registered 
y cover all the British 


companies only, but the 


and foreign companies. If one combines life, fire 
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and casualty and fraternal benefit societies, there 
were 3/7 Such companies and Societies licensed at 
the end of 1931. At the end of 1961 there were 
454, indicating a net increase of 77. But that 
net increase of 77 companies and societies covers 
the entry of 292 companies and societies and the 
withdrawal of 215. Thus, there has been quite an 
influx and quite a withdrawal. I can give the 
figures, if you are interested in them, separately 
for life and fire and casualty. Briefly, however, 
vawers has been quite a number of U.S. life insurance 
companies entering Canada just to service overflow 
group business. That is, where, they had a master 
group life policy with some company or companies 

in the States that had a subsidiary or branch 
office up here, and having issued a group 

policy in the States they want to cover also the 
Canadian employees, they have sought land obtained 
registration in Canada to cover that business. Quite 
a number of U.S. companies have come in for that 
purpose. On the other hand, quite a large number 

of the 215 companies withdrawing are fire and 
casualty companies that have withdrawn through 


consolidation or mergers rather than for other 
reasons. We had a very large number of U.S. companies 
operating here in the fire and casualty field -- 
separate companies, but operating in groups. That. 
situation arose through the laws of the various 


states until relatively recent years. Until recently 


in the States a fire insurance company could not do 
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automobile insurance and vice versa, and so on, 

If you had a company dealing, say, in automobile or fire 
insurance and you wanted to get into some casualty 

line you often had. to set up a separate company. 

The result was that there were groups of companies 
under common management, 

Since the war those laws have been changed 
down there, to permit fire and automobile insurance 
and casualty insurance to be transacted in the 
Same company, with the result that many 
companies have been consolidated and merged. 

There is another explanation I might 
mention, because it explains the large number of 
withdrawals, to a significant extent also. Back in 
the 20's, by the rules of the Canadian Unde1writers 
Association here in the fire and casualty field 
a company could only have one agent in a certain 
area. This was to protect the agents, of course. 

If a company wanted another agent in that area 

the only way to have another agent was to have another 
company, so they either formed or brought in an 
associated company from their home territory. We 

had what we call, in many cases, fleets of companies 
or "pups". Those rules have been changed now. 

In the interests of economy -- and economy has been 
one of the factors inducing it -- these fleets 

of companies and groups have been steadily consolidated. 
They were under common management and, usually, common 
ut they have been merged and 


ownership anyway, b 


consolidated, and that explains a great many of the 
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apparent withdrawals, ‘The companies are still here, 
but they are under one name instead of several 
names, 
COMMISSIONER HARROLD: On page 28, you 
say: 
"In a nutshell, the basic principle 
of our legislation is that. the deposit 
System for out-of-Canada companies, together 
with publicity and imanastian of all companies 
will secure adequate protection for the 
public," 
You end up by saying: 
",e. experience has provided ample 
justification for it" 
-- the present legislation on restrictions, and so on. 
And yet, as far as experience has shown, I believe 
you say there is no company that has actually failed 
to meet its obligations under the present provisions. 
Do you not think this suggests there could be some 
easing of the restrictions or regulations in that 
case? 
MR, MacGREGOR: I do not think so. There 
have been several instances where companies got 
into trouble in their home jurisdiction; but we 
had here, in Canada, enough assets on deposit to 
cover the Canadian liabilities.of the company, so 
there was no loss to Canadian policyholders. However, 
there have been cases where the home policyholders 


of that company lost. 


Our whole purpose is to ensure that there 
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are enough assets held in Canada that may be drawn 
on to protect Canadian policyholders, if that is 
necessary. I did not intend anything in my submission 
to indicate that while many companies have withdrawn 
or disappeared, for one reason or another, they all 
just went out in the natural course. Several went out 
through failure, but fortunately we had enough 
assets to look after Canadian policyholders, and 
we arranged for re-insurance of the Canadian portfolio 
of the business with another goliventi) company. 
That is by far the best solution if a company gets 
into difficulty, because it avoids any discontinuity 
in coverage of policyholders, and they continue 
with the new company the same as they did with the 
old. 

Most of our work in the Department, in 
supervision, is directed at that very thing, namely, 
to ensure that each company has on hand now, and 
will‘as far as we can see continue to have enough 
assets to cover its liabilities. In many cases, 
certainly in the insurance field, the worst problem 
is not to value their assets. You can depend on 
it that most companies will reveal their assets. 

The big problem is to ascertain what their true 
liabilities are. They are the most subtle and, 
sometimes, almost nebulous things, and by far 
the most difficult to appraise. That 1s where I 


think the real value in our work lies, to make sure, 


or as sure as we can, that all the companies' liabilitie 


are revealed and are properly appraised. 
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The other side of the coin arises Subsequently 
See to it that they have enough assets to cover those 
liabilities. I know ofa goodmany instances where 

we have had to arrange for the re-insurance of 

a foreign company in difficulty; and we have, up 

to date, been able to catch them in time, so to 

Speak, so that there are enough assets to interest 
another company in taking over the portfolio... 

might mention that some very interesting situations 
arise. 

COMMISSIONER HARROLD: Which part of the 
legislation do you consider the more valuable -- 
inspection or assets? 

MR. MacGREGOR: I think the two go hand-in- 
hand. I think inspection is, because the existence 
of a “police-force" probably keeps most of us 
on right paths in our day-to-day life. I think 
the mere knowledge on a company's part that examiners 
may come in at any time is, surely, a strong deterrent 
to doing anything, even if a company was otherwise 
disposed to do something, that might not be right. 
Inspection comes first; and, secondly, I think you 
must back it up then, having determined the liabilities, 
by assets that you can use to cover those liabilities. 

I may say that in our examination work 
we never arrange or announce or indicate, in any 
fashion, to a company when we are going in. The 
examiners knock on the door and go in without any 
prior indication whatsoever. The very first thing 


they do is to take control of the vault and count 
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the securities. We try to keep our work meaningful, 
and try to get in and out as quickly as possible, 
to inconvenience the companies the least possible 
amount. We have certainly over the years, nevertheless, 
endeavoured to be a friendly "police-force", to work 
with the companies, but we have certainly, at the 
Same time, maintained our independence, and nothing 
has ever been tolerated in the department in the 
nature of the acceptance of any favours or anything 
of that sort with the companies. 

COMMISSIONER HARROLD: I notice, in your 
section on investigation of complaints, that on 
page 31 you say; 

",.. and no'case is recalled 
where the complainant has afterwards 


gone to Court." 
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This does not suggest, apparently, that no policy- 
holders have gone to court? 
MR. MacGREGOR: No, sir. If we find, 
when a policyholder writes, that the case is already 
before the courts, we of course simply say that we 
cannot intervene at all. There are very few such cases, 
In most cases we have been very successful in bringing 
about a meeting of minds between the company and the 
policyholder. There is usually misunderstanding on 
one side; usually it is the policyholder who mis- 
understands. But, perhaps being a government de- 
partment, they may accept our explanation, where they 
may not be disposed to accept the company's; I do 
not know. But in fact, anyway, we have had, I 
believe, a high degree of success in bringing about 
an understanding and an end to the complaint. At 
the same time, I cannot say that we are always success- 
ful. Over the years it is rather strangehow particular 
complaints arise. I would not like to call the 
complainants. cranks, but a few individuals over the 
years have given us an enormous amount of trouble. 
Our conclusion is that they just cannot be satisfied 
and the correspondence is endless with these people. 
Mortality usually provides the answer in time. 
COMMISSIONER HARROLD: They receive a 
higher judgment. Would you say there are a con- 
Siderable number of complaints? Is quite a lot 
of the work in your department taken up with this 


kind of thing? 
MR, MacGREGOR: No, sir. It is rather 


-yolfog om tedt .yltnseisqqs. .daesgqgue von asob-elaT . 
Si1s0o OF Sfog. syed ateblod 


bali sw It -tfe ,of :AOOSADOSM ..5M . He 


i 


yoserls ei easco edd Jedd. .astiaw tweblodyotfog 6 nedw 


ow Jedd yse yigmiea servos to sw ,atisoo odd sxoted 
0493989 dona welt yrev srs ered? .[is ts ensvristat Jonrso 
enignind at [ulessooue yiev need sved sw. aseso. teom fat 
sav Das yusgnos sit asswied ebaim to zatésesm 6 tuods 

mo antbastersbaveim yilsvev et sredT -1sblodyotiog 


-eim onw Teblodyotiog eld et tt yLlevey iebte eno 


| 
| 
| 
| 
| -9b inemaisvog 6s gated eqsitxeq .tud -ebaetarsbav. 
| ysdd sredw .noltsemsiqxe iwo-dqgoos yen yous. .taemtusgq 
| ob IL .a'yneqmoo edi tqsoos ot beeogelb. ed Jom Ys 
| I .Osed: sved ew .yswyns. dost at sud .woan. Jor. 
| jvode gnigatyd at sesooue Yo sergeb datid s ,sveltted: 
| tA -Jatsfqmoos sdt ot bas as bas gutbastersbay ns 
~BBSooue eayswis sis ew tedd yea tonnes I. ,omid emee st 
Atpiteroa dite wolegnsise isdtsy ak tt ersey ond revo fu? 
edt Ifso ot sxtl ton biyew I *8its eintelqmoo 
edt tevo aleubivibat wet ¢ dud .axasro . edasatelqmoo 
-sldyort to tawoms evomrone as ey asvig esved eresy 
beitetise sd stonago Jeut yedt tedt et motaulonoo a0 
 »8igosq seedt ditw aeelbas at soasbaogess105 edd bas 
/Omis mt rewene sit eshtvorg Vileueus ytifstiomM 


6 Ssvisoe1 yedT :GIOMAAHR AAUOT 22IMMOD 


tol s stiup aI Sesaislqmos to rsdmun eldsieble 


Sidg déiw qu meoled Jnsnsisgeb asoy at Naow adt to 


“M99 6 9Ts Ssi9dd yee yoy bIvoW -Jasmgbul, redgid 
fanidt to baty 


tedisy et tI -tf@ .of :AODAADOSM .AM 


Nethercut €& Young hers 6855 pe 


Trento, Ontario 
strange, and yet perhaps understandable. Complaints 
come in waves and they depend, seemingly, a good deal 
upon economic conditions. 

For example, in the thirties we had a 
great volume of complaints — people were out of 
work, or hard up and were not paying their premiums 
and, perhaps it is inevitable, their policies fell 
into arrears, Some of them lapsed, and so on. It 
is inevitable that there would be a lot of complaints 
in those circumstances, ‘Or they want to cash them 
in and they do not get all they think they should get. 
Perhaps in those years, too, people had more time 
to complain and were more disposed to complain. 

In any event, we had all sorts of complaints. In 
better times, since the war, we have not had a volume 
anything like the volume of the thirties. I should 
not like to say that the complaints average more than 
one a day; no more than one a day, I would think, 

at the present time. 

COMMISSIONER HARROLD: You say that the 
function the Department performs is of an extra- 
statutory nature; in other words, it is not included 
in the statute. 

MR. MacGREGOR: No, sir. 

COMMISSIONER HARROLD: This has just grown 
up as something that the Department has decided 
it should handle. 

MR, MacGREGOR: Yes; it is something we 
we cannot refuse to handle. If a 


feel, really, 


policyholder writes to us, @ government department, 
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and registers a complaint, I think it is in the interests 
of all, the companies and the public and the policy- 
holder, that we should take time off to look into it, 

There is nothing in the statute about 
that kind of work, It is not a large part of our 
work; but I think, nevertheless, it is an important 
part. Even a few complaining policyholders can do a 
lot of harm if they are not. answered. I think it is 
best that they should be answered. I think we do 
it effectively, without Spending very much time or 
money on it. 

We have, of course, one avenue that 
enables us to do it well. If we receive a complaint 
we may be able to write to the company, to the head 
office, about it. But quite frequently it is 
desirable that we should have one of our examiners 
drop into the company's head office and look into 
the company's files right there. We get to the 
bottom of the information at first-hand, and our 
examiner can talk to the company management about it 
to get their side of the story on the spot.. It is 
more satisfying, I think, to the policyholder if he 
can be told our examiner has visited the company and 
discussed it and looked at its files and records, 
and we can say plainly what we believe to be the 
situation. We have that ready entre to the company 
that others have not. 

THE CHAIRMAN: We shall adjourn until 
1.45 P.M. Is that convenient? 


MR. MacGREGOR: Oh, yes, sir. 


--- Luncheon Adjournment. 
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Torento, Ontario 
--- Upon resuming at 1,45 P.M. 

THE CHAIRMAN: We will now continue. 

COMMISSIONER LEMAN: Mr. MacGregor, this 
morning we discussed the insurance companies nearly 
exclusively; not entirely, because you made a 
couple of references to trust companies during the 
discussion. I should like now to turn to the 
loan and trust companies. I notice, beginning on 
page 90 of your memorandum, that you discuss there 
a little bit the difficulty of distinguishing what 
is truly a banking business and. what is not. 

We have had a lot of discussion about 
that and I do not think we want to discuss that 
point as such. However, in relation to that I 
should like to ask you a few questions. 

When institutions such as the ones we 
are talking about accept, especially demand deposits, 
4¢ becomes that much more difficult to distinguish 
their business from that of a banking business, 
SO, Without solving the thorny question itself, 
would there nevertheless, in your view, be a case 
for federal supervision, at least of all sectors 


involved in the deposit business? 
MR. MacGREGOR: I would think there might 
be, or would be, Mr, Leman. One of the difficulties 


from the point of supervision is that the companies 


doing that kind of business, not now supervised 
by our department, are provincial creatures --- 
COMMISSIONER LEMAN: I would like to avoid 


any discussion of constitutional problems here, 
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MR. MacGREGOR: I was not going to mention 
that. 


COMMISSIONER LEMAN: All right. 


MR. MacGREGOR: In practice, the Supervision 


of provincial companies is a bit troublesome as 
such. We have had quite a little experience now 
supervising provincial companies of one kind or 
another, From years back we have some provincial 
insurance companies still registered, although 
it has not been the practice to register them for 
many years. But in the loan and trust field we 
do supervise, and have supervised, for some years 
the provincial loan and trust companies in three 
provinces. Those companies are not licensed by 
us; we have no authority to license them. We 
supervise then simply by reason of agreements 
made between the respective governments. In other 
words,we perform inspections in place of provincial 
officials. 

We have received complete co-operation 


from those companies. We have had no problems 


whatsoever from that point of view. 
COMMISSIONER LEMAN: May I interrupt 


for a second. When you perform inspections, then 


it becomes your duty to apply the provincial law 


under which they --- 
MR. MacGREGOR: That is the point I am 


getting to. When one is supervising the operations 


of an entire company, as we do in supervising 


a Dominion corporation, the corporation is sub ject 
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only to Dominion laws, really; at least, so far 


as its corporate powers are concerned, and the 


| 
| 
5 main Act under which it operates is a Dominion 
4 statute. 
5 But when we supervise provincial creatures, 
6 even though not licensed by us and therefore not 
7 subject to any Dominion, general statute, we have 
8 to familiarize ourselves, not only with the act 
9 of incorporation of each of these provincial 
10 companies -- and there is actually a great deal 
11 of variety amongst them -- but we find that those 
12 provincial companies are not only subject to maybe 
13 one general Act in the province, maybe the Trust 
14 Companies Act of the province, but they may be 
15 subject to two or three other general acts, the 
16 Companies Act of the province and perhaps some other 
17 general acts. 
18 So it is quite a problem in fact, in 
19 some cases, to ascertain with certainty just what 
20 their powers are and what restrictions they are 
21 subject to. Each case is almost an individual 
22 problem. That is why I say they give rise to quite 
23 a little work. And then, of course, if a provincial 
24 company is licensed by the Federal government in 
2 such a fashion that it accepts conditions as a 
26 | part of the license -- it ascasee conditions 
27 | in a general act of the federal government -- it 
28| is a little more difficult still, because you 
29) have got the creature deriving its powers from 


a province and it is subject to two sets <r ayers 
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and the provincial set is usually more difficult 


to ascertain with certainty than the federal. 


As a practical problem, it is pretty 


troublesome. 

. COMMISSIONER LEMAN: But in any particular 
: problem, then, you have to make sure you apply 

; the most restrictive of any kind of legislation? 

# MR. MacGREGOR: That is correct. That 

“ is the situation we are in,in respect of provincial 
_ insurance companies that are registered. In the 

il loan and trust field, I admit we have not been 

2 faced with that problem because, as I say, these 

is provincially owned trust companies are not licensed 
14 by us. So it is purely a question of sere hisiae 
15 them from the point of view of their own governing 
16 statutes. There is not a large enough number of 

oa them to make it an insuperable problem. 

- In the trust field, for example, there 
are at present about 50 trust companies operating 
W in Canada, provincial and federal, of which (15: 

7 are now supervised by us. There are about 35 

P other trust companies, provincially incorporated 

* in every case, operating. But this is. not a number 
3 that is beyond the realm of practical supervision. 
4 In the loan field the number involved is even 

=| smaller than that. | 
27 | COMMISSIONER LEMAN: Mr. MacGregor, if 

| you, as you have explained to us, accept the 
29 | responsibility, or if it is given to you, to supervise 


the entire operation of a company, that is one problem. 
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Then if we home-in on this problem of doing a deposit 
business, would there be anything practical in 

Saying that -- would it practical for you to Supervise 
them in so far as their deposit business, or guaranteed 
fund business is concerned, only without Supervising- 
the whole company? 

MR. a URaIOR Oh, yes. 

COMMISSIONER LEMAN: Or does that introduce 
another problem again? 

MR. MacGREGOR: No, I do not think so. 

L think it would be quite practicable to supervise 
trust companies mainly to the extent of their guaranteed 
trust funds, namely, deposits, guaranteed investment. 
certificates, etc. 

COMMISSIONER LEMAN: But then you would 
need a certain guidance as to what sort of rules 
should be applied to that business? 

MR. MacGREGOR: There bGEnt to be some 
uniform rules, I should say, yes, if the federal 
government were to have any official responsibility 
in that connection. In the trust field I have rather 
got the impression that the companies themselves 
wish there were more uniformity in the rules governing 
provincial trust companies as compared with federal, 
Certainly the rules of the provinces in incorporating 
trust companies have been by no means uniform. 

I think the situation is better now, 
in some respects, than it was. For example, 20 
years or so ago, when we first took over the supervisio 


of trust companies in Manitoba, we sent our examiners 
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around to look into every company that hed the word 
"Trust" in its name, and we sought the assistance 
of the provincial authorities there to ferret out 
all the provincial trust companies, and we had 
a very long list. But when our examiners called 
upon those companies, and when we got their various 
instruments of incorporation, we found that most 
of them were not trust companies at all; they were 
not doing a trust business and they were not authorized 
to do a trust business. 

So the field was very much more limited 
than it first appeared. Briefly, 1t was the 
practice, apparently, for many years to let companies 
use the word "Trust" in their names even though 
they were not trust companies, And, rather strangely, 
only within the last month it came to our attention : 
that a trust company -- not a company, but a provincial 
corporation -- a trust corporation, so-called anyway, 
appeared to be operating right on Sparks Street 
here in the City of Ottawa, holding itself out 
as rental agent and owning a building, and so on; 
and when we enquired about.it, we found that ten 
years ago, in 1952, it was formed as a registered 
partnership. It was never even incorporated. 
But that company is holding itself out to the public 
as a regular trust corporation. Things of that 
kind are, I think, undesirable from the point 
of view of the public; it is misleading, I think, 


and confusing. 


That is just a side-line, quite apart from 
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corporate powers and restrictions, but things 
of that kind are, I think, better avoided. 

I think, without appearing to be a central- 
izer, some uniformity of rules applicable across the 
field is. in the interests of the whole trust 
field. 

COMMISSIONER LEMAN: If we focus our 
attention, again, a little bit on the question of 
their doing the business of accepting deposits, 
and if one of the reasons, or the reason, for 
federal supervision of that activity seemed necessary, 
what do you think then would be an appropriate way 
of dealing with this? 

Banks, because they do banking, are 
subject now to certain cash ratios and liquidity 
ratios because of the nature of their banking 
operations. If these people were deemed to be 
doing a banking business, would it be through the 
same kind of regulation that they should be controlled; 
something like cash ratios and liquidity ratios, 
rather_than the more general approach you have 
of protecting lenders and depositers of these 
companies, which is based on a ratio of debt 
to capital and reserves? 

MR. MacGREGOR: I think that both would 
be desirable. We have, in our federal statutes now, th 
Loan Companies Act, for example, provisions limiting 
debt in relation to capital and reserves, and we 
have also a provision respecting liquidity. Some 


may say that the provision respecting liquidity is 
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not in the best form, in that it embraces municipal 
bonds as well as school bonds, and so on. 

I admit that. It is an old 3 SOT A108 
that has been there for a long time. But, again, 
it has never been changed because it has been no 
problem. The loan companies operating under it 
have always maintained in liquid form securities 
and cash very considerably above the 20 per cent; 
double that, or more than that. 

In the trust field we have not got a 
liquidity provision in the Trust Companies Act. 

We have got along very well without any. The 

trust companies have, as a matter of practice, always 
maintained resources in the form of cash or liquid 
securities to a sufficient extent in their view, 

and in our view, to meet all reasonable demands 

for ‘payment.. But what the situation would be 

in a lot of other provincial trust companies or 

loan companies, with which I admit we are not 
intimately familiar today, frankly , I would be 


reluctant to say. 


Over-all, I would think it better to 
have both provisions in any governing legislation. - 
At least,to start out that way, anyway. 

COMMISSIONER LEMAN: We have heard a lot 
about the possible alternative between federal 
supervision against striving for more uniform 
provincial legislation and supervision practices, 
control practices, and I think most of those who 


have appeared before us have recommended the latter. 
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Probably they have not the constitutional problem 
in mind. What, in your view, would be the definite 
advantages of federal supervision? 

MR. MacGREGOR: From the in sty practical 
standpoint, I think perhaps we are one of the 
very few government departments in the country 
that haS an examination staff capable of visitang 


the companies and carrying out inspections regularly. 
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MR. MacGREGOR: I say that without intent 
to cast any reflection upon some of the provinces 
that have good staffs, but there are many more pro- 
vinces that really have no examination staff at all. 
Knowing the problems of building up an examination 
staff of that kind, I think they would be faced with 
a very difficult problem in doing it. 

COMMISSIONER LEMAN: You are thinking 
about efficiency now, aren't you? 

MR. MacGREGOR: Hiring the people to visit 
the companies with adequate knowledge to make a proper 
examination of the companies. In the main I think 
provincial companies not licensed by our Department 
have up to date been examined and supervised by the 
province of incorporation. That has not always been 
So, although the practices of the various provinces 
have varied immensely in respect of inspections. 

COMMISSIONER LEMAN:. Well, now, so far 
as your present jurisdiction is concerned, you comment, 
at pages 88 and 89, on the request that has been 
voiced before this Commission for raising the ratio 
of debt to paid up capital and reserve from 123 times 
which is the present limit to 15 times, and you express 
opposition to this. First of all, would you say this 
is now primarily a matter of judgment. more than any- 
thing else? 

MR, MacGREGOR: I think many of these rules 
are a matter of judgment and opinion.This limit of 
123 times, although it does look like 8 per cent 


of the debt has, of course, no relation whatsoever to 
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the 8 per cent cash reserve of the banks although it 
was referred to in that light in one of the submissions 
I noticed before the Commission. This limiting 
ratio of debt to capital started out in a very 

much more stringent fashion, of course, than exists 
today. Originally the ratio was four to one. In 
fact, for deposits it was one to one. Over the years 
as the companies grew and matured, that limit has 
steadily been relaxed; four, to six, to seven and 
then to ten, and then to 123 more recently. The 
companies have been pressing for more and more 
latitude in that respect. The 15 times © request 

is not new. ‘\ It was made at the time of the last 
amendments to the Loan Companies Act and Trust 
Companies Act, and it was considered at that time -- 
two or three years ago, but at that time the existing 
limit was ten times. We in the Department felt that 
124 was as far as it was reasonably safe to go. 

Many of the companies Ishave no doubt would 
like the limit as high as possible because it enables 
them to expand their businesses without raising more 
capital. With their expansion, in some cases quite 
rapid expansion, in the last ten years, they have 
had to raise more capital, but the present limit of 
124 times ensures only a safety margin of 7.4 per 
cent of assets for creditors. It does not seem to us 
that that is anything too much, and companies I notice 
are themselves pressing for a 6 per cent mortgage 
reserve. They are presently permitted 3 per cent, 


but in their view it is wholly reasonable that they 
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Should build up reserves against mortgages to the 


2 extent of 6 per cent. 

3 COMMISSIONER LEMAN: This is for tax pur- 
a poses? 

5 MR. MacGREGOR: This is for tax purposes 


6 but, nevertheless, they build it up in their balance 

7 sheets. I do not think they want to build it up 

8 just to avoid taxes. They want to build it up because 
9 they feel that a reserve of that order is reasonable 


10 and justifiable. Well, I think a reserve of that 


11 order is equally necessary against bond fluctuations 
12 and other investment fluctuations. 

13 COMMISSIONER LEMAN: Do you have any 

14 views on that request for raising the mortgage reserve 


15 yourself? | 

16 MR. MacGREGOR: Well, under present 

17 conditions certainly a 6 per cent reserve does not 
18 seem necessary, but if we look back at the thirties 
19 we needed a reserve of more than 6 per cent at that 
20 time. I would think it not unreasonable. 

21 COMMISSIONER LEMAN: Well, to go back to 
22 the 123 times, you just say you feel that is ample 
23 under present circumstances and you are not saying 
24 it is too high now? 

25 | MR. MacGREGOR: No. 


26 COMMISSIONER LEMAN: You are just saying 


it is high enough? 
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28 MR. MacGREGOR: That is correct, yes. 
29 It is just a matter of opinion, but I personally have 


never in thig connectiom felt that I could support a 
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higher ratio than that. I think the position of 
depositors would be thinned down too much. 

COMMISSIONER LEMAN: Can you tell us some- 
thing about whether the average liabilities of these 
companies as a group has tended to shorten since 1947, 
or ie veges a larger element of demand deposits in 
total funds used? 

MR. MacGREGOR: Well, in loan companies 
practically all deposits are chequing deposits. There 
is only a very, very small proportion that are time 
deposits. So, from that point of view there is no 
shortening possible, In the trust field, I°do not 
think there has been any signficant change in the 
average length or period of the certificate. They 
are three, five, ten year certificates in the main. 

COMMISSIONER LEMAN: What I am driving 
at, Mr. MacGregor, is this. Is the ratio now too 
blunt an instrument or would it make more sense to 
have something a little more refined that would refer 
to liabilities of a certain length, and demand liabilities, 
et cetera, and refine it a little more? Let us 
say that companies have liabilities averaging five 
years and over the course of a decade or so their 
liabilities would get down to an average of one year, 
say, or six months. Do you think that if one ratio 
makes sense under a certain set of circumstances 
4t still makes sense under a..new set of circumstances? 

MR. MacGREGOR: I would not think so, sir. 
While trust companies and loan companies too are 


enjoying reasonable earnings these days they have not 
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the resiliéney in their earning capacity that life 
insurance companies have. They have no margins of 
the kind that life insurance companies have in their 
premiums whereby if they have to encounter troublous 
days they may reduce or eliminate their dividends to 
policyholders. Loan and trust companies are not 

in that position. They are in a more rigid position. 

Another thought that I might mention 
in connection with the limiting ratio is this. It 
has been pointed out to us; put up to us in the past 
from time to time that the banks without any limit 
feu fact go further; that their apparent ratio may 
be roughly 19.:times rather than 123 times. I per- 
sonally have never put too much stock in that because 
for one thing, one does not know the inner reserves/ 
which banks have which do not show on the surface. 

If they were taken into account the ratio would not 
be 19 times but something less than that. How 
much less I am not certain. 

Also, I have felt that the position of 
banks is altogether different having regard to their 
relationship to the Bank of Canada and so on, Loan 
and trust companies are really on their own as far 
as any question of last resort is concerned. 

COMMISSIONER LEMAN: Is it true though 
that usually they tend to maintain what appears to 
be an adequate line of credit with the bank? 

MR. MacGREGOR: I might say that although 
we have the rule in our Act of 123 times and although 


some provinces have had similar rules, they have not 
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all had such rules, by any means. In ‘some cases, 
provinces have tended to follow federal legislation. 
Nova Scotia, for example, throughout its whole Trust 
Companies Act has copied ours from the start almost 
verbatim, and their limits are or have been in the 
main the same as ours. 

In Ontario and Quebec they have had 
no such limits, although Ontario I believe only 
within the last year or ..syhas written in Simitar 
limits to federal legislation. 

Sometimes the companies federally super- 
vised were inclined to Say, well, look at the Quebec 
companies. They, of course, are very large ones 
and have no such limits. But, the thot ‘ae those 
big Quebec provincial trust companies never went 
beyond, in practice, the limits in our scthe f: 
doubt whether they are above ten times yet. 

COMMISSIONER LEMAN: How is the limit 
applied in practice; as of a certain date, or do they 
have to maintain it constantly? 

MR. MacGREGOR: Well, the Act 18. constant, of 
course, Primarily we check their positionr at the 
end of every year when they file their annual 
statements, but if they are approaching the limit 
we, of course, have correspondence with them and 
usually we find that they have piready taken some 
steps to increase their capital, if they have in mind 
going on. 

We have encountered the odd case where 


through a falling market, or through some other reason - 
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Some special fluctuations in deposits phe they have 
exceeded the Statutory limit pat nes toate been a serious 
problem yet. ve Pi ANO k 

In one case I can think of a couple of 
years ago they had a lot of Special money, but they 
very easily repaid and reduced the volume of borrowed 
money sufficiently to come within the statutory 
limit. 

I should not like to leave the impression 
that we only look at companies once a year, Naturally 
one gets to know companies. One has in mind pretty 
constantly in the insurance field the weaker companies, 
or the companies with special problems, or in the 
trust company field, the companies that are always 
crowding, or -always seem to have been crowding the 
borrowing limit, and naturally we are in more frequent 
touch with those companies. I would say we are up to 
date in all cases with every company so far as its 
borrowing limit is concerned. 

COMMISSIONER LEMAN: Do you feel that a 
company that is not subject to that limit would have 
a very substantial competitive advantage over one that 
has to abide by it? 

MR. MacGREGOR: I do not think so, sir. 

I don't know of any companies not subject to such a 
limit that have ever exceeded the limit applicable 
to our companies. Of course, opinions change with 
experience, I can recall company managers of great 


prominance who at one time felt ten times was the 


ultimate limit to gotp,but I never until recently heard 
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any of them express the view that one ought to go beyond 
12 or 123 times. The last request for 15 has come’ 

as an industry . proposition, so to speak, but I think 
it is fair to say, cin fairly recent years, several 
company managers felt that 12 times or 124 times was 
just about the furthest one should gO. 

COMMISSIONER LEMAN: Wanlessuother members: 
of the Commission have other questions about this 
sector, I would like to go on to another. 

Now I would like to talk a little bit 
about co-operative credit societies, Mr. MacGregor. 

COMMISSIONER BROWN: Have you left the 
small loan companies? 

COMMISSIONER LEMAN: I did not have any 
questions to ask about that subject. 

COMMISSIONER BROWN: I wonder if I could 
ask one question in respect of small loan companies, 
Mr. MacGregor? 

MR. MacGREGOR: Yes, indeed. 

COMMISSIONER BROWN: This is something I 
found a little confusing when they were before us. 
As I understand the statute it provides that when 
a person or his spouse has a loan from a small loan 
company of less than $1,500 and they wish to borrow 
additional to bring the total loan above $1,500 
maximum that the provisions of the act still apply 
and the interest rate on the amount above $1,500 has 
a maximum of one-half of one per cent per month? 

MR, MacGREGOR: It does extend above in 


certain circumstances such as that. Where a person 
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and his spouse both borrow the two are treated as one 
person. 

COMMISSIONER BROWN: We asked them this 
question and they told us that it just did not oecur | 
because in fact they would pay off one loan and make 
a new loan in excess of $1,500 and thereby not have 
any limit apply at all. 

MR, MacGREGOR: That is possible. 

COMMISSIONER BROWN: Now, is this contrary 
to the intent of the Act, in fact? 

MR. MacGREGOR: Perhaps it is, but in 
practice we have never felt able to prevent it. I 
can say it has never come to us as a frequent occurrence. 
It may happen. I have no doubt it does happen, but 
where a person wants to repay .his loan and does in 
fact repay the loan, and he gets a new loan, we have 
felt that we must accept those circumstances. I 
would be very doubtful that in fact--I doubt if this 
is a common occurrence. It is not a problem which 
we have been aware of. 

COMMISSIONER BROWN: They were quite open 
about it. They said this is the way it was-done. 

MR, MacGREGOR: Is that so? 

COMMISSIONER BROWN: And the thought 
naturally arises, whether the $1,500 limit should be 
in there. In other words, whether all loans should 


be controlled of this type. 


MR. MacGREGOR: Well, that, of course, 


raises -- 


COMMISSIONER BROWN: What are the problems 
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that would arise if you did this, this is what I 
want to ask you about? 

MR. MacGREGOR: Well, that raises quite 
a big problem, or a big question. What ceiling is 
desirable in respect of small loans? Until 1956 
the ceiling in the Act was $500. It was raised to 
$1,500 at that time. In most of the states of the 
United States of America the ceiling is less than 
$1,500. There are a few states where the ceiling 
is higher; $2,500, and perhaps $4,000 in one state, 
but by and large most of the state laws set a ceiling 
of $1,000 or $800. In New York State it is $800. 

I would say that our ceiling of $1,500 
in comparison with small loans legislation on this 
continent is relatively high. It is higher than the 
average, certainly. 

Part of the theory, of course, has been 
that the Act was designed to protect the smaller 
fellow; the small borrower, and that those borrowing 
more substantial sums should be better able to look 
arter themselves. 

Of course, with the passage of time, with 
inflation,it was natural that ceilings should rise , 
and they have risen in legislation of this kind on 
this continent. If the ceiling were to be raised 
further it is a matter of opinion where it should be 
set; whether it should be $2,000 or $2,500 or even 
higher. 

COMMISSIONER BROWN: Well, the question 


that follows from that is, what would happen then? 
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Would it mean that these people could not borrow 

from small loan companies, or would therefore be 
driven into some other media? We notice that in 

the statistics one of the large companies in the field 
makes no loans above $1,000 because a the higher rate 
that they generate on loans that do not go above 
$1,000. Does this mean that people would be forced 
to go to two loan companies and therefore pay 
exorbitant rates anyway on the two loan basis? 

MR. MacGREGOR: No, I don't think so. 

COMMISSIONER BROWN: Or would it mean 
that they just would not be able to borrow? 

MR. MacGREGOR: The small loans industry 
has shown quite an ability to acapt itself to small 
loans laws. In the U.S.A. it is the practice there 
to license every office, not just the company, but 
every office. Their laws generally prohibit licensees 
from making loans above the statutory ceiling. 

For example, in New York State a small loans licensee 

is not permitted to make a loan above $800. That has 

never been the situation in Canada. The situation 

here is that small loans licensees may make loans 

of any amount they desire, but the Act applies only 

to loans within the specific area in the Act, at 

the present time up to $1,500. Sometimes when it 

is mentioned that a company does not make loans above 
rat 

$1,000 there may be an associated company that is 

operating only in the field / $1,500 and, therefore, 

4s not a licensee under the Act. In fact, our 


largest lender has been-in that position for years. It 
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has had two companies with almost identical names, 

one being a licensee operating within the area governed 
by the Act and the other not being a licensee operating 
in the field above. 

At the time of the amendmentsin 1956 the 
industry felt that the amendments then proposed were 
unduly severe; far too severe, and many opinions 
were expressed that they would simply all be out of 
business, That has not proved to be the case. We 
have more licensees now than we had at that time, 

The number of offices is increasing by about 100 @ year 
across the country. I do not mean licensees, but 
branch offices. 

It is true that by reason of the: relatively 
low rate of one-half of one per cent that applies 
to the layer of loans between $1,000 and $1,500, 
licensees have not been very active in that area, 
but there is a considerable volume of lending done 
in that area, for. all that.However, lenders tend to 
pat their money where it is most profitable to put 
it, Ati they have put most of it in those: areas." j\Although 
they have not exercised themselvesin the particular 
area between $1,000 and $1,500 to the extent they 
have below $1,000, and even above $1,500, we have 
not received, so far as I can recall, a single com- 
plaint since 1956 from any borrower that he could 
not get a loan between $1,000 and $1,500. Of course, 
with the banks coming into the field since then, 
and with the expansion of credit unions and so on, 


borrowers are not entirely dependent upon the small 


loan licensees now by any means. 
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COMMISSIONER BROWN: Would you have any 
Suggestions to make about increasing the permissive 
rate above the $1,000, and supplementary to that 
a change in the maximum limit and also a change in 
the permissive rates? | 

MR. MacGREGOR: I shouldn't like at the 
present time to make any recommendation, sir, in 
that respect. 

I mentioned a moment ago something about 
the aility of the industry to adapt itself to changed 
rules, changed conditions and even more severe 
limitations. Perhaps these figures might be of 
interest to you. I notice that when the credit unions 
were before the Commission some questions were asked 
about the manner in which, or the proportions in 
which the income of the credit union is spent; how 
much goes for this and that purpose and this and 
that expense, : In the small loans field -- and 
this is taking all licensees together and covers 
not only the area of loans up to $1500, but all 
their business -- in 1955 the average income 
expressed as a percentage of average assets during 
.1955, the average income was 21.4 per cent. In 1961 
the ratio was 18.6 per cent. It has dropped nearly 
3 per cent by reason, mainly, of course, of the 
reduction in the maximum rates that they may charge. 

At the same time, the average assets 
have increased from $180 million in 1955 to $538 
million in 1961, so that they have just about 


trebled the volume of their business. 
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Now then, when you look at the expense side 

you take off all items except interest on borrowed 
money and income taxes; you take off all expenses 
for advertising, salaries and directors' fees, all 
other expenses except interest on borrowed money 

and income taxes. In other words, in 1955 we found 
that they had left 10.5 per cent from the 21.4 per cent 
after taking off all expenses except interest on 
borrowed money and income taxes. And that was, one 
might say, the average rate earned on the invested 
funds before taxes. 

Now, in 1961 they still had 10.3 per cent 
left. It had hardly dropped at all. The explanation, 
of course, is that although their income dropped 
from 21.4 per cent to 18.6 per cent, their expenses 
had dropped, too. Their advertising is eut in half, 
and whereas it used to be one per cent in 1955, it 
is one-half of one per cent now and the salaries 
and directors! fees, which were 5.2 per cent in 1955 
are now 3.9 per cent. 

of course, part of the explanation also 
lies in the much larger volume of business they are 
doing, but I think it can fairly be said they are 
Se Ba Shutiness more efficiently now than they were- 
and they still have the same rate of earnings on the 


invested funds; much larger funds now than as compared 


to 1955. 
The industry has quite a degree of adaptability. 


Of course, it can be more selective in making its loans, 


but we don't hear in the Department of people being 
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unable to get loans and the volume between $1000 and 
$1500 is steadily increasing. This is being served, 
to some reasonable extent anyway, by the small loans 
licensees. 

The industry certainly, though, has felt the 
impact of thechartered banks, there is no question at 
all about that, and the expansion of the credit 
unions. 

It is rather interesting to look at the 
new money put out by small loans licensees at the 
present time. In the first place, about 75 per cent 
of new loans made each year are made to what we call 
current borrowers, being people who already have a 
loan with the licensee; about 75 per cent of the 
new loans made go to these people and about two-thirds 
of the 75 per cent -- in other words, about 50 per 
cent of all new loans made, going to these people, are 
used to pay off an existing balance; the current 
porrowers, in other words, a about 25 per cent 
of the total loans made each year. The other 25 
per cent of the loans made each year go to brand new 
borrowers and what we call repeat borrowers, being 
people who had loans but had completely repaid them 
to get in the clear but are now back. 

COMMISSIONER BROWN: 

To what extent has there developed 4 group of people 
in the country who are always in debt? 

MR, MacGREGOR: Well, 75 per cent of 
the loans made every year are to people who have 


active accounts with the lenders. In other words, 
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they have got their loans down to the point where 
they are back for more. 

COMMISSIONER LEMAN: They have built up 
what you would call a steady business? 

MR. MacGREGOR: It is a clientele, yes. 

COMMISSIONER LEMAN: Might we turn now, 
Mr. MacGregor, to the co-operative credit societies. 
You explained to us how your jurisdiction in this 
matter came about and it is a strange thing -- at 
least, on the surface of it it seems a little strange -- 
you say that one of the reasons that this did come 
about was that they themselves were a little worried 
about their legal status due to the kind of business 
they were doing. 

Now, apparently therefore the Federal 
legislator didn't decide at that time in 1952 to 
say, “You arebanks,," they didn't do that, they just 
said, "Well, you people would like to clarify your 
status; would you like to organize some kind of 
a supervision, or we will do it," but it was left 
on a voluntary basis, so that thewhole thing seems — 
to be a bit of a compromise. It wasn't said then 
it is banking, but it wasn't said it is not banking; 
it wasn't said there needs to be supervision aver 


this operation, they just said that voluntarily you 


can subject yourself to supervision. What do you 
think of such a development? 

MR. MacGREGOR: id i to 1952 we had 
nothing to do with the credit union movement or 


the co-operative movement except that we were then 
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Supervising the Co-operative Life Insurance Company 
in Saskatchewan, and about that time we were also 
discussing with representatives of the co-operative 
movement the incorporation of a fire and casualty 
company that was incorporated in 1953. It was the 
Co-operative Fire and Casualty Company in Regina. 

I well recall those days and the discussions 
which we had. Naturally, of course, the representative 
of the Co-operative Movement in Canada approached 
the government and the Department of Finance. We 
came into the picture subsequently. 

Some provincial centrals -- and one in 
particular at that time had grown to quite a substantia 
size -- it and perhaps one or two others, but only 
one or two others and perhaps only one other, seemingly 
were quite concerned about their constitutional 
position and they wanted to have it clarified. 
of course, for some time before that the co-operative 
movement in Canada had been seeking federal legislation, 
and I don't know how many. times they were here, 

I would guess two or three times before that seeking 
federal legislation respecting central co-operative 
credit soceities. Nothing aay ever done, but late 

in 1952 the government seemingly decided that the 
thme had arrived when something should be done; 

and the representatives of the co-operative movement 
and these one or two provincial centrals came and 
were most anxious for federal legislation that 

would legitimize -- that was the word used at the 


time -- their operations, however appropriate it was, 
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and they asked for supervision. They wanted it; 
they wanted a federal act that would govern their 
operations and would clothe them with powers to 
accept.... deposits.and make loans, that would put 
their position beyond question. Less clear was the ide 
of a three-tiered organization; in other words, 
the Dominion central, I think it is correct to say, 
was secondary. They had that, I would say, in the 
back of their minds as something for the future but 
it wasn't the thing that they primarily wanted at 
that time. 

Certainly there were no definite plans 
as to the place the . Dominion central would fill. 
I don't think anybody knew at the time what place 
it would fill, but the co-operative movement z 
wanted authority to set it up and get it in existence 
and get legislation on the books that would govern 
any such society. We sweat quite a bit of blood 
in late 1952; we had been working in close co-operatio 
wth the Department of Finance and Dr. Clarke was 
on the scene at the time but he died suddenly, of 
course, in December before any of this legislation 
really was framed, and we became the successors 
to the task of getting together a general act 
that would be appropriate for these organizations 
in quite a short time. 

We did everything possible to inform 
ourselves. Mr. Humphrys, who sits beside me, 
; ‘visited each of the provincial centrals at 


the time from Prince Edward Island to Vancouver to 
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see what the situation was at first hand. We examined 
all the provincial credit union legislation and 
we examined similar legislation in the various 
States, and the Act, namely, the Co-operative 
Credit Associations Act, was the outcome. 

It was drawn from provincial legislation 
respecting credit unions, and we took certain Stace 
provisions that we thought were good and we drew on 
the Bank Act and the Quebec Savings Bank Act and 
we drew on the Loan Companies Act, and so on, and 
some were perhaps new. 

I have read the brief of the Canadian 
Co-operative Credit Society and the discussion, 
and frankly I am a little disappointed at the picture 
that has sie portrayed; I think perhaps an incorrect 
conclusion might be drawn from it or, at least, 
one could hardly get the complete picture from 
ist 

The picture I got in reading the brief 
and in reading the evidence is that he provisions 
of this general Act have inhibited -- I think that 
is the word they have used -- the growth of 
the Dominion central and, rightly or wrongly, I 
have read it all to imply that all through the years 
from 1953 to the present the place of the Dominion 
central -- the functions it would perform -- have 
been well known to all those interested in it, 
and that had it not been for certain restrictive 


provisions in this general Act the Dominion central 


would be a flourishing organization today. 
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With all .due respect, and I must say 
that we have worked over the years in complete 
harmony with the representatives of the centrals, 
and I have found them most conscientious, most 
reliable and good businessmen all through and 
I respect them all and we have had no unpleasantness, 
nothing of that kind at all, but in my opinion .» 
nobody knew in 1952 or 1953 what place the Sedind ori 
peaiites would have, and I think it is fair to say 
that as recently as a year ago nobody really knew 
where it was going. If at last the co-operative 
movement has its plans sabnudgrentes detail, I 
think it is a very recent development. 
| In 1952 or 1953 I don't think anybody 
on the scene then cared roe much or thought very 
much about the Dominion central at all. Some of 
the provincial centrals were in no position to 
join. It is mentioned in the brief -- in one of 
the briefs -- that certain technical difficulties 
prevented some of the provincial centrals from 
joining the Dominion central. I know of no technical 
| difficulties except that they were not in a financial 
position where they could possibly qualify and 
some of them had, as far as I can ascertain, absolutely 
no interest in the Dominion central at all at that 
time. 
There have been discussions -- 
we get the minutes of this- organization , they are 
furnished to us -+ andvtheréhaveibsen: discussions 


right up to a year ago anyway that indicate, I think, 
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quite a difference of opinion amongst the several 
provincial centrals as to whether they should get 
on with this Dominion central or abandon it, or 
what in the world they would do with it. 

The fact is that the whole movement 
of provincial centrals is fairly young, as everyone 
knows. The credit union movement, of cours¢, 
is very old, but the oldest provincial central 
goes’ back to 1932. I think that one of the Quebec 
so-called centrals -- but they are different, they 
are a different breed of central from the centrals 
in the other provinces -- I think they go back to 
1932, but in the other provinces there is the 
Saskatchewan central which I think was incorporated 
in 1941, and the British Columbia central in 1944 


and the Ontario central in 1949 and the Manitoba 


central in 1950. 


(Page 6889 follows) 


- enoyreve as .sgrvoy yitisi ef alsitnes fstoniverq to 


«VGkd! ( gion in Pa ee eT ee 


tprovee ost tasnoms notnico to atta 8 ‘ea dd 
tes bivode ysodt sedtedw of as alsataso He ey, 
to .df nobasds to Lerdnso no Entmod | ekdd Wea 

» om t eved.T ba 
.tt ddiw ob Dlvow yerdd pitow ont nt ds Ww 


dromevom Sforw odd tandt ef toet ont “99'S 


.2emes to .dasmovom sokay tibere edt \.ewormd 
| fsitaso Istonivorg sdasblo ody god .bLo yvisv eat 
osdeug sd to sno dsid Anis LI SOL oF Hosd es0g 
yedt .dasisttib ors yerds dud -- elertaso beliso~oe 
elsidnes odt Host [srtnss To besid ¢rowsTIib 6 ets 
oy Xosd og yond Xntdd I -- seontvorg tendto edd Mt 

et at sierd aeomtvorg tendo stit ak Jud SFL 
betstogioont! asw Natdd I dotdw Texdaso niswedotstese 
AUCE af Lerdaeo sidmuslod dettdisd od¢ bas IME et 
sdovinsM edt bans C#eCLr at Favenee ofisiad edt 9 


.O@@r at Isrtns0 


(awolflot 2880 szsd) 


bx! (5 ot 


ee © Sadetacu’? 


Nethercut &é Young = 6889 3 


Torente, Ontario 

These are the four that 
we supervise now, being the members of the dominion 
central. So that even the provincial centrals have 
not had a long history, by any means. Their rate of 
growth has varied enormously as amongst the several 
provinces. In Saskatchewan the rate of growth has 
been very fast indeed; in B.C. also; and more 
recently in Ontario. But apart from that, the 
other centrals do not seem to have attained any 
size yet. So the whole purpose of the dominion 
central was to perform a similar function at a 
higher level in relation to the provineial centrals 
that the latter now, in turn, perform fa@ the locals. 
But those provincial centrals in the second tier 
themselves have not matured or developed to any 

have 

great extent, and very few of them/had any surplus 
funds they could deposit with the dominion central. 

I think the main thing they had in mind 
was if any provincial central had any surplus 
funds to deposit and if, at the same time, some 
other provincial central desired to borrow, they 
would do it through the dominion central. 

I can only. say that when we dealt 
with this legislation in 1952 and 1953, I thought 
the whole idea of a dominion central at that 
time was premature, and I cannot help but express 
the view that I have felt pretty much the same 
way almost ever since. This is just.my off-hand 
view, but I do not think that the position of the 


dominion central would be very. different today from 
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it is if there were no restrictions in the Co-op 
Credit Associations Act at all. 

COMMISSIONER LEMAN: But in view of 
your knowledge of the kind of problems that exist 
in the field, dees it make sense, in general, first 
of all, to make this on a voluntary basis and, J 
therefore, have some centrals under the Federal Act 
and some not? Is that logic#l; does it make much 
sense? co I 

MR. MacGREGOR: The only logic in 

that 
it, as I see it, | it is the larger ones that have 
become concerned about their position and havéentvoluntar Ly 
Joined, leaving the smaller ones that have not yet 
attained any size unsupervised -- I should not say 
"unsupervised", they are supervised by the province 
of incorporation. 

COMMISSIONER LEMAN: By the way, 
what is the method of registration? 

MR. MacGREGOR: It is the very same 
as under the Bank Act. A certificate is given by 
the Treasury Board, and it remains in force until 
changed or withdrawn. There is not an annual 
license or certificate granted, as we do in the case 
of trust companies and insurance companies. The 
procedure is the same as under the Bank Act. 

COMMISSIONER LEMAN: I thought there 
was some reference somewhere to the fact that 
Parliament had something to do with it too. 

MR. MacGREGOR: Yes. When these 


organizations came in 1952 they wanted to be clothe 
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1 with the corporate powers to lend, to accept deposits 
2 and make loans. That meant, of course, waving a wand 
3 over them in some fashion, or giving them some kind 
4 of dominion status. There errtre res so far 
5 as I know, for what was done at the time, but 
6 provisions were written into this general Act 
7 that these provincial centrals could become members 
8 of the dominion central, and could bring themselves 
9 under the general Act, if certain conditions were 
10 satisfied. 
11 The first condition was that 
12 Parliament had declared them to be eligible to 
13 become members of the dominion central. It is 
14 a declaration by Parliament. So when the dominion 
15 central was incorporated -- namely, the Canadian 
16 Co-operative Credit Society Limited -- there was 
17 a schedule in that Act setting forth the various 
18 provincial centrals that were declared by Parliament 
19 to be eligible to become members. At that time 
20 practically all provincial centrals were named, 
21 although it was pretty clear that several of them 
| 22 were in no position where they could meet the 
| 23 other conditions prescribed. 
: 24 As is well known, of course, the. 
25 Secretary of Statesis prohibited, under the 
26 Companies Act, from granting Letters Patent for 
27 the incorporation of certain kinds of companies -- 
28 banks, railway companies, loan and insurance 
29 companies, and so on. If persons want to get into 


0 these kinds of business they must go to Parliament 
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and get a special Act. This was the technique 
followed to relieve these provincial centrals from 
the necessity of coming before Parliament singly 
and asking to be re-incorporated. Parliament declared 
them to be eligtble, and once they were declared 
to be eligible, if they were able to meet the 
other conditions, they could be granted these powers 
which vested in them on a certificate being granted 
to them by the Treasury Board pursuant to the terms” 
of the Act. It was a rather unique procedure. 

COMMISSIONER LEMAN: It is likely 
to remain a rather unique procedure, to treat an 
industry on a sort of level basis, to put jurisdiction 
on the super-super wholesale and the wholesale, 
and nothing on the retail. That is about the 
type of thing.'we have now. 

MR. MacGREGOR: Yes. 

I might say, one of the suggestions 
or requests that they are making now is that any 
other provincial centrals that have not yet joined 
the dominion central, but who might wish to do so 
in the future, should be relieved of the trouble 
of coming to Parliament to be declared eligible, 
and they ask instead that they be declared eligible 
by Order-in-Council. I appreciate their desire 
to avoid trouble and expense in that respect, but 
personally I think it would be unwise to adopt 
their suggestion. I think the whole intent in ~ 
requiring persons desiring to do these various 


kinds of financial business to come to Parliament 
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and get a special act, to lay their case on the 
table and get a special act, is a desirable course; 
and I think it should not be watered down where a 
provincial creature desires really to attain the 
Same status but . to do so by Order-in-Council. 

I think if there is any deeming 
to be done -- and that is what is done under this 
Act, they are deemed to be, ih effect, an association 
incorporated by Parliament ~-in .other words, they 
are deemed to have the same status as though. they 
were incorporated by Parliament -- I think, if 
any deeming is to be done for that purpose Parliament 
‘ought to do it and it should not be done by 
Order-in-Council. 

COMMISSIONER LEMAN: If legitimizing. 
their status is the objective, and the effect is 
that those who join are so successful in legitimizing 
their status. they render the status of the others 
that much more questionable, do they not? You 
do not need to answer that question. . 

Mr. MacGregor, time passes. If 
we stay with the present situation, there were 
three Pe axlave requests made by the dominion central. 
One was that they should be permitted to make loans 
to provincial centrals up to 20 per cent of their 
assets without security and without limits, if 
the loan is what they call “adequately secured". 
You say you have read their brief. Do you have 
comments on each of these specific recommendations? 


MR. MacGREGOR: I am happy to give 
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you my views on them, yes. 

COMMISSIONER LEMAN: That was the first 
one, 

MR. MacGREGOR: That was one of the 
most troublesome points in 1952, when the Act 
was being framed and even during its passage through 
the committees of Parliament. At that time some 
of the provincial centrals had individual loans 
exceeding 10 per cent of their deposits and capital. 
There was one loan in particular that was almost 


frightening. It amounted to about $1 million 


° 


made to a commercial co-operative in one of the 
provinces -- not even in the province of incorporation 
of the central, but in a neighbouring province. 

That loan was in bad shape. It amounted then, I 
Should say, to 15 per cent of the central's deposits 
and capital. We discussed various limiting percentages 
Even 10 per cent, I must say, to me at that time 
seemed awfully large. The idea of any financial 
organization puttinglO per cent of its assets 

in one investment or one loan was something of 

a shock to us. I have forgotten now whether they 
asked for 20 per cent at that time. Perhaps they 

did. The outcome of it was that for the dominion - 
eirtin) . which was new, the 10 per cent limit 

was imposed, and it is in the Act today But 
provincial centrals, while subject to the same 
limitations, nevertheless have another section 
applicable to them in the Act that says they may 


go beyond 10 per cent if the loan is made for a 
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period not exceeding one year and is adequately 
secured, That was the outcome of the argument and 
problem that we faced at that time. Some Soiition 
had to be found because there were some loans exceeding 
) per cent right on hand. 

New they ask the limit be raised to 20 
per cent, just as you have described. When percentages 
get up to the order of 20 per cent one might as 
well, perhaps. better,have no percentage at all. 

I think the idea of writing into a statute a provision 
that a financial organization cannot put more than 

20 per cent of its assets in one spot is inappropriate 
really. 

They ask for it now, of course, as I 
understand it, mainly in reference to the dominion 
central, because the provincial centrals may already 
go beyond 10 per-cent. Of course, they want the 
10 per cent removed in the case of the dominion 
central, because the dominion central has never had 
any substantial amount of funds to lend. They feel, 
if they are going to grow or serve any purpose, 
that limit has to be removed. Well, of course, 
in order to lend they have to obtain funds to 
lend, and that brings up their second suggestion, ti ut 
the liquidity requirements of the provincial centrals 
be altered so that deposits made by provincial 
centrals with the dominion central would count 
for the liquidity requirements of the provincial 


centrals. 


Perhaps before going on I might also make 
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this observation; It has been my understanding 

from enquiries made i the time the Act was passed, 
vand since then, that one of the great fears of . 
people with respect to provincial central societies 
is that they might use credit union money to make 
loans to the commercial co-operatives. Most people 
have not felt the centrals would lose by lending 

to the credit unions. They fear losses by lending 
money to the commercial co-operatives. I think 
there is some basis for fears of that kind in 
Belgium, Germany and so on in the years gone by. 

I think it is one of the fears that may have kept 

the U.S. credit unions from following the same 

path we have followed here in creating a second 

tier of substantial centrals. We had that background 
from reading and talking with others in 1952 and 
1953, but on top of that we had this case facing 

us of a $1 million loan of this central to a 
commercial co-op that was then in bad shape. 

Really, I think it is correct to say that the central 
did not know what in the world ane outcome of that 
loan would be. It is down to about $600,000 now, 
but its salvation has come through the commercial 
co-op being taken over itself by a much larger 
co-op. So that we were fearful of losses through 
loans being Mp patiane, co-ops. This is true 
even now. . AS I understand it, they ask 
that the 10 per cent rule be raised in reference 

to aia to members of the dominion central that 


‘i are provincial centrals. They do not ask the 10 


——— —— 
: 


- 3e88 - “gud & om AR (ely 


anibastartebay yr aeed asd tI smoldsviteedo aldd 


.bseasg esw SoA ont omit ont ¢s sbsm selutupne, mort 


to axsel dserg edt to eno tadt .nedd sonte ‘bas. 


esttefoor Isitdase [stontvotq o¢ tosqaen Nétiw elqosq 
oxsm ot yonom notay dibsis ses ddgtm yeds dcsds ac 
siqosq tao -sovissreqo-o9 {slovemmoo sit o¢ ensol 
gatbnel yd seol biluow efsitmeo edt tLet son even 


guibael yd asasol rset yedT .adoinu tibero edt og 


aoidd 7 .asvivsirege-oo Iskotemmoo odd oF Ysonon 


nmi bain dedd, to exset sol alesd omos at siedt 


| 
| 


-Vd smog arssy edd ait ao o8 bas yasmie) mut glo 

tgex ovsd ysam tsdd arset edt to emo al gf Antds I 
emse odd gatwoifot mort emotau dibeto .2&.U edd 

briooea 8 siidseto at sted bowolfot evsd ow didsq 
Dauorgnosd dsdt bed oW .alsudmeo Istinsdedye. to sels 
bas Sd@L at exedto dtiw gabled bis antbse t, mort 
gniost sass etdd bed ew tedd to got no dud .f8eL 

8 ot Isidneo etdd to asol noliitm [3.8 to ey 

.eqsia bad mi nedt asw tsdt gqo-oo Isto temmoo 

istinso odd tsdd yse ot tosutoo ak tL Anidt I ,yilsef 
tedd %0 smootvo sat bitow edt ak tadw worm! tom bib 
Wom O00,000% tyode ot mwob at tI .od blyow asol 
Isiotsmmoo odd Agvordd omoo esd nottsvisea atk tud 
asgist doxvm 8 yd tisetk tevo ASABS gniesd go-00 
dgvoetdd eseaol to Lu‘trset orew ow tent o2 — #Go~0o 
ouid al aint .aqo-oo Porn gnted ansol 


Mes yedt .gi bastersbay I eA ... «WO seve 


Soneistex at beatss od sly1 tmeo req OL edd tedt 
veds Isitmes moftnimob ent to sredmom oy eaasol ot 


OL sit Nes ton ob yort -elsrineo, Istontvorg ents \4 ‘ 


, 


Nethercut &é Young = 6897 = 


Toronto, Ontario 


per cent be raised in relation to the commercial 

co-ops that are members of the dominion central. 

I find it very difficult to deal with, because 

from experience and one's own personal feelings, 

it is repugnant to me to put too much money in one 

spot. I think the 10 per cent limit is very high now. 

At the same time, here is an organization that 

Parliament has incorporated for a purpose; and we 

in the department certainly do not like to be in 

a position of appearing to hamstring this organization, 

so it cannot even try to do what it was incorporated 

to do -- presumably, anyway. So that while I have 

no liking to go along with any further relaxation, 

if the dominion central is to be given a chance to 

perform its apparent function, it looks as though 

some relaxation will have to be made. But if it 

is made, I would not personally be in favour of 

naming 20 per cent. I would rather see some -- and 

I am reluctant to be put on record, so to speak -- 

but I think if something has to be done I would 

prefer to see something done in reference to the 

dominion central as was done in reference to the 

provincial entrals in the Act. In other words, 

there would be no specific limit stated, but 

a provision would be inchded to ensure the loan 

be of short duration, not over a year, and that 

it be adequately secured; and thus let the dominion 

central try to «do mia’ cLt “elaims rit must do. 
COMMISSIONER LEMAN: There is also the 


problem of formulating the correct view in the whole 
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System of what the liquidity position should be te 
of the various tiers in the organization. 

MR. MacGREGOR: Yes, indeed. That brings 
up the second request that they have made. 

THE CHAIRMAN: Any further questions? 

COMMISSIONER BROWN: Did Mr. MacGregor 
want to say something about the second request? 

MR. MacGREGOR: I think there are six 
requests they have made, in fact. The first was 
to remove the 10 per cent limit, being the maximum 
loan that the dominion central may make to any 
member -- to remove it at least as respects loans 
to provincial centrals. 

The second request they have made is 
that the liquidity requirements applicable to the 
provincial centrals be extended so that deposits 
made by a provincial central with the dominion 
central would count for the purposes of the liquidity 
requirements, just as though it were cash or 
dominion bonds or any of the other kinds of 
securites that are now required to meet that 
test. 

A year ago, when the representatives of 
the movement approached us, they only requested 
that the liquidity requirements of the provincial 
centrals be relaxed so that 5 per cent of the 
15 per cent be. permitted to be deposited with 


the dominion central for this purpose. 
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The rule is that at least 5 percent of a provincial 
central's deposits must be kept in cash. At least 
20 per cent must be kept in the form of cash or Dominion 
provincial or municipal or school bonds, It 

might all be in cash. At least 5 Gas cent must be 
in cash. 

If only 5 per cent is in cash, there is 
15 per cent that is normally required to be in 
government bonds or municipal.or school bonds, A 
year ago they asked that one-third of the 15 per 
cent, namely 5 per cent, if deposited with the 
Dominion central, would count. Now they have raised 
that to 15 per cent. 

In other words, if their suggestion 
were adopted, instead of each provincial central holding 
say, 5 per cent of its deposits in cash and 15 per 
cent of its deposits in government bonds and other 
liquid securities, in its own hands, it would hold 
only 5 per cent in cash and the other 15 per cent 
might be deposited with the Dominion central. Well, 
if one follows through to ascertain where are the 
liquid resources, you find that if the Dominion 
central, having taken these deposits, lends the 
money, it is only required to keep 20 per cent of 
whatever deposits - ’ the Dominion central has 
accepted, So the 15 per cent that would normally 
be held in liquid securities in the hands of the 
SaONaves i: oetet a 3 per cent in the hands 
of the Dominion central, 20 per cent.of 15 per cent. 


So that apart from getting funds in this 
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way to lend through the dominion central, the aggregate 
liquid resources of the whole organization are reduced 
from 20 per cent to 8 per cent, You lose 12 per 
cent in the -process, I know that the local credit 
unions, in most provinces, anyway. -- in some of them, 
if not most -- are permitted to count their deposits wit 
the provincial central for the purposes of any 
liquid test; and that is probably a good thing. 

We can see that where resources are marshalteg 
together in one place, the organization as a whole 
can probably get along with less than the aggregate 
of all the individuals, if they are pooled and readily 
available. But I do not think they can get along 
with as little as 3 per cent instead of 15 per cent. 
Moreover, if one looks at the actual situation the 
problem is worse, because there is quite a disparity 
in the relative sizes of these provincial centrals. 
The Saskatchewan central is the largest; Manitoba 
is very small in comparison. If their suggestion 
were adopted, at the present time the total deposits 
of the four provincial centrals amount to about 
$32 million; the deposits they have accepted from the 
local credit unions. So apart from the 5 per cent 
of that that the provincial centrals must hold in cash, 
they are presently required to hold 15 per cent, or 
about $4,800,000, nearly $5 million, in liquid securities. 
Instead of the four provinctal centrals holding nearly 
$5 million in liquid securities, if instead the 
provincial centrals deposited these moneys with the 


dominion central, the liquid resources held by the 
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dominion central would be about 20 per cent of $5 
million, or $1 million. You lose 80 per cent in the 
process. 

COMMISSIONER MACKINTOSH: Did you ever 
have the courage to contemplate a North American and 
then a Western Hemisphere central? 

MR. MacGREGOR: The point that I was 
trying to make, or get to, is that to me it seems 
absurd that if this were done and the dominion central 
held only $1 million, that aggregate pool upon which 
all the rest are dependent is less even than the 
liquid resources that any one or two of the provincial 
eentrals should hold individually. oo 

es central 

The Saskatchewan/at the present time has 
deposits of $12 million. Its 15 per cent is $1,800,000. 
Surely, it would be unjustifiable to say that the 
Saskatchewan central can forget all about that 
$1,800,000 and that the B.C. central, with deposits 
of $11 million, another $1,700,000, should likewise 
forget all about it so long as the dominion central, 
for all four, holds $1 million. 

I would like to see the dominion central 
succeed, We derive no pleasure in seeing an 
organization sitting dormant when it was intended 
to fulfil a purpose. But I really do not know what 
moneys the provincial centrals themselves want to 
put up with the dominion central, and even if they 
had put it up, to whom they are going to lend it. 

I do not think the liquidity requirements 


themselves have been the barrier. One might. jump to 
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the conclusion that these provincial centrals in every 
case have all their money out in loans, that they do 
not want to invest in securities any more than they 
can help; they do not want to meet the liquidity 
requirements by investing in securities and then take 
Some money that they would normally lend to the local 
credit uniongand deposit it instead with the dominion 
central, But at the present time some of these 
centrals, and the largest ones, could make deposits 
with the dominion central if they wanted to, so far 
as I can see, because, take the largest, Saskatchewan, 
it need only hold 15 per cent of $12 million, or 
$1,800,000, in liquid bonds, and if it has more than 
5 per cent cash, the $1,800,000 is reduced to that 
extent. 

How many bonds has the Saskatchewan 
central -- $1,800,000? No. At the end of 
1961 it had $13 million of bonds and debentures. 
So that, as I see it, the largest central has all 
kinds of funds in da way of bonds now. BO i i 
wanted to sell Hae make a deposit with the dominion 
central, I think it could. 

Briefly, I could not support their request 
to substitute deposits by the provincial central 
with the dominion central, certainly to the extent 
that they suggest and in the state in which the 
dominion central presently exists. I’ think it is 
one thing to marshal resources for the purposes of 


liquidity, but usually one likes to think that in going 


up the scale one is getting into a stronger and stronger 
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organization. In the case of banks, you go up to the 
Bank of Canada, and the government itself is behind even 
that bank. But in this Situation, that relationship 
does not exist at all. You come up through the 
provincial centralg of various degrees of strength, 

but then you spill over into the dominion central 

which at present is an infant, and yet these rules would 
be designed to rely upon the dominion central as the 
last resort. 

COMMISSIONER LEMAN: They must feel that 
by increasing solidity they increase effective liquidity. 

COMMISSIONER BROWN: Part of the problem 
is that there are so few of them. It is when you get 
a large number of members that you can start doing this. 
When you have only four or five members, you cannot. 

MR. MacGREGOR: And of quite different 
Sizes, They are few, and very different in size. 

COMMISSIONER BROWN: When you have a whole 
50 or 60 members you can look at this a little more 
favourably. 

MR. MacGREGOR: If anythingwere done in 
this respect at all, I think it would have to be done 
to .a very much smaller extent than they have requested. 
I cannot, personally, see that this is the solution 
to get funds into the dominion central. if they 
really want to get them in, I think the provincial 
centrals could make the deposits now, if they wanted 
to. I only hope that if the dominion central does 
get substantial sums of money on hand, it will not 


put too much in one place. With all respect to the 
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strength of commercial éd-p that are members of the 
dominion central, I have a continuing fear, and I 
cannot help it, that that is where the risk of loss 
lies. 

I must say, too, that through the “piece, 
while we have had great sympathy with the co-operative 
people and their desire to build up this organization, 

I have felt that the worst thing possible that could 
happen to them would be to have this new creature get 
into trouble early. It is bad enough to get into 
trouble at any time, but I have felt it is in their 

own interests that they grow and mature at a reasonable 
pace, rather than be too impatient to have a flourishing 
body in a very short time, because all of these develop- 
ments, as I see it, shite ied precedents really, even 

in other countries in the co-operative movement. "i 

do not know of any other country that has a three-tier 
organization in the co-operative movement as we have 
here now. 

I think we all have a lot to learn. I 
personally admit it. But I think the provincial 
centrals and others in the co-operative movement them- 
selves have a lot to learn. If they have not, I do 
not know what experience they rely upon. 

We try to keep order in our own minds in 
dealing with these people by returning to first principles, 
so to speak, with respect to credit unions. It does 
seem that the main strength of a credit union lies 
in some local body with a high degree of cohesion 


amongst them. They know each other; they do not want to 
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see each other lose their money; they band together 
to make deposits, Speate a small pool from which they 
will make loans, wse/ Bene all to one person or two, 
but to several in reasonable amounts. 

This involves.the common tie that has so 
long been understood to be one of their main sources 

you have it 

of strength; and/if you deal only with members, 
persons who are well known to each other. “But it does 
seem to me that that philosophy is being diffused 
to some extent in the growth of these provincial 
centrals, and now the dominion central and the link- 
up with the commercial side of the co-operative 
movement. 

That brings us, of course, to _— of the 
next requests that they make. One is that they be 
permitted to borrow other than from the central above , 
or the chartered banks. They ask for permission to 
borrow in the short term money market. It seems 
to me that is a bit of a departure from their basic 
philosophy of dealing only with members, and I cannot 
say that I have any enthusiasm for it. I say that 
because, in dealing with members I suppose it might 
reasonably be assumed that members will not go out 
of their way to embarrass the organization. But 
if these organizations borrow in the public, short 
term money market, one-year notes,or whatever it may 
be, they are going to create creditors who are not 
members, and I am rather reluctant to see that. I 
do not know what that may.lead to, frankly. 


The same goes, of course, on the other side, 
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1 where they ask to be able to invest in short term 
2 paper. At the present time they may invest up to 


3 10 per cent of their deposits and Capital in any 


4 negotiable securities, The word "negotiable" was put 
5 in there because some of the paper, if you like, 
6 issued by some of the co-operative organizations 


7 is not negotiable. They wanted to be in a position 

8 to buy some securities within their own choice, and 

9 I know they had in mind buying the bonds of some 

10 co-operative organizations. Their request now stems 
11 from the fact that some of their lawyers felt the 

12 expression "negotiable securities" is not sufficiently 
13 broad to embrace some of the short term paper that 

14 they want to buy. I have no particular opposition 

15 to them keeping their money at work, of course, and 


16 if they want to put it out that way, and put it in 


17 some I.A.C. notes, or whatever it may be, all right. 
18 It does, nevertheless, put them in the position where 
19 they can lend to non-members; and that, again, is 


20 a variation of their basic philosophy. There is 


21 not much difference in making a loan in the ordinary 
72 sense and buying short term paper, or a promissory 
23 note held by someone of the public who has no connection 


24 with the movement at all. 


25 I just wonder, really, how far the 

26 movement is going to go beyond its basic philosophy 
27 of dealing only with members. 

28 
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THE CHAIRMAN: Mr. MacGregor in discussing 
the position of the centrals, the central bodies, 
what about the advisibility of extending the 
control -- it would be federal control -- at the 
local level? Is that impracticable, or is it 
desirable if it were practicable? 

MR. MacGREGOR: I suppose, sir, that 
nothing is Gthodittorets a way.Ilt would be almost 
impracticable, I think, having regard to the fact 
that there are probably more than 4000 credit unions 
and caisses populaires in the country. It would 
require a tremendous --- 

THE CHAIRMAN: On the other hand, that 
is where a good deal of the trouble arises, is it 
not; or might? 

MR. MacGREGOR: There has not been too 
much trouble --- 

THE CHAIRMAN: There has not, perhaps, 
been yet; but there has been tremendous growth 
of these locals ever since the Second World War. 

MR. MacGREGOR: Some of them are very 
large. 

THE CHAIRMAN: And they have never run 
into a period of setback yet. The movement has 
been growing and the money has been coming in. 
Sooner or later it will level off, and then they 
may run into difficulties. It is at the local level 
where the difficulties of that kind might arise. 

MR. MacGREGOR: The point you make, 


sir, is one that we have had constantly in mind as 
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1 respects liquidity and so many of these problems 

2 we have been discussing about the co-operative 

3 movement, namely the fact that we have gone through 
4 a period of very favourable conditions and liquidity 
5 tests, and all these sortsof things have not really 

6 been put to the test, with the inflow of funds 

7 and all that goes with it. But the job of supervising 
8 4000 or 5000 local organizations is just something 

9 of a --- 

oa THE CHAIRMAN: Well, of course, in 

11 some provinces there is a certain amount of checking. 
12 You would hardly call it supervising, because they 
13 are up against the difficulty of not having enough 
14 qualified people to do the auditing, or whatever 

15 it is they do. At the very best, the locals 

16 can only be visited once in a very long time, 

17 in view of the number of them. 

18 MR. MacGREGOR: From the practical 

19 point of view, I think they would be best left 

20 with the provincial authorities to deal with. 

21 I feel something the same about the great number 

22 of small mutual insurance companies that exist 

23 across the country, the parish mutuals and farm 

24 mutuals that just operate locally, and so on. 
a5 There is quite a large number of them in total, 
* although they do not add up to very much. But 
sid as a practical matter, it has seemed to us to be 
28 entirely reasonable, and perhaps best, that they 

29 be left to the local authorities to look after. 


30 ‘- THE CHAIRMAN: Yes, but in some places 
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the local authorities do not do much at all. 
MR. MacGREGOR: That may be so, sir, 
THE CHAIRMAN: We are very un obliged 
to you, Mr. MacGregor, for your assistance and 
the full discussion we have had of the various 
“problems, 
We shall adjourn until Monday next, 
October 29, at 9.15 A.M., when we shall consider 
the brief of the Canadian Federation of Mayors 
and Municipalities. | 


--- Adjournment. 
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List of Acts Administered by the Federal 


Department of Insurance 


Department of Insurance Act (R.S.C., 1952, c. 70) 

Canadian and British Insurance Companies Act 
(R.S.C., 1952, c. 31; 1956, c. 28; 
1957-58, ¢. 11; 1960-61, ¢% 13) 


Foreign Insurance Companies Act (R.S.C., 1952, ¢. 125; 
1956, ¢. 30; 1960-61, c. 16) 


Loan Companies Act (R.S.C., 1952, ¢c. 170; 1952-53, ChHS 
1958, ¢c. 35; 1960-61, c. 51) 


Trust Companies Act (R.S.C., 1952, ¢. 272; 1952-53, ¢.10; 
1958, ¢. 42; 1960-61, c. 55) 


Small Loans Act (R.S.C., 1952, ¢. 251; 1956, c. 46) 
Co-operative Credit Associations Act (1952-53, c. 28) 


Civil Service Insurance Act (R.S.C., 1952, c. 49; 
1953-54, ¢. 64, 8. 51) 


Income Tax Act (R.S.C., 1952, c. 148, as amended, s. 76) 


Excise Tax Act (R.S.C., 1952, c. 100, as amended, Part T) 
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Insurance Companies 


Fire only 6 
Fire and Casualty 19 
Casualty only 3 
Life only 16 
Life and Casualty 19 


Life, Casualty and Fire a 

Totals 124 
Fraternal Benefit Societies 

Life only 5 

Life, Sickness and 10 
Accident 

Sickness and Accident only 1 


Totals 16 


Loan Companies 


Dominion 
Provincial 


Totals 
Trust Companies 


Dominion 
Provincial 


Totals 
Licensees under 
Small Loans Act 


Small Loans Companies 
Money-lenders 


Totals 


Oo si 
~ OW) 


Central Co-operative 
Credit Societies 
Dominion 
Provincial 


Totals 


ae 


GRAND TOTAL 


as at December 31, 1961 


KS 


Canadian British 


Summary of Companies, Societies, etc., 
Supervised 


Foreign 


Total 
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Brief Summary of the Evolution of Federal 
Insurance Legislation and Supervision 


CLES ANSUIS 


In order to understand the nature and extent of 
the present functions of the Department of Insurance, 
and the philosophy and principles underlying such 
functions, it seems necessary to outline briefly the 
background of Federal insurance legislation and 
supervision. It would, of course, be impracticable 
to deal with the many Insurance Acts that have been 
in force from time to time in Canada or to attempt to 
go into detail in almost any respect, but certain 
events and features will be mentioned which, it is 
hoped, will help to bring the present situation, 
including the purposes of the Department, into 


clearer focus. 


The public has become so accustomed to governmen 
supervision of insurance that perhaps few persons 
pause to consider why this particular business came to 
receive so much attention by the state. The main 
reason is that insurance is a very different kind of 
business from all other businesses. In most businesse 
performance of a contract is not long delayed; the 
goods or services are usually delivered at the time 
or soon after the consideration is paid and the 
purchaser generally knows very well what he is getting 
for his money. In the business of insurance, however, 
the consideration is paid in advance and it may be 
s - perhaps half a century or more ~ before the 


year 


insurer is called upon to perform its obligations. 
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Moreover, the services or indemity promised may vary 
greatly, depending upon the contingencies insured 
against. The element of trust is so strong and the 
business is so technical that it is not surprising 
that many governments have been led to enact legis- 
lation designed to safeguard the policyholders' 
interests. In addition, it was almost inevitable that 
governments would be influenced by the extent to which 
the business might be carried on by foreign companies 


with head offices in distant lands. 


Legislation usually follows a need and the 
history of our insurance legislation in Canada is no 
exception. All that one has to do to understand its 
course is to glance briefly at insurance conditions 
as they developed in Canada, 

Early For all practical purposes it may be said 
Insurers 
In Canada. that insurance had its origin in Canada about 
the beginning of the nineteenth century and in 
the early years was carried on almost exclusive- 
ly by British and foreign Soupeaten. Moreover 
fire insurance was the principal class of business 
transacted. The first company to establish an office 
in Canada was the Phoenix of London in 1804. There- 
after, many British and foreign companies entered the 
field but there were very few Canadian companies 
prior to Confederation. The Fire Insurance Associatio 
of Halifax (now the Halifax Insurance Company) began 
as an unincorporated association in 1809. In 1829, 


the Quebec Fire Assurance Company was incorporated by 
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the Legislature of Lower Canada and in 1833 the British 
America Assurance Company was incorporated by the 
Legislature of Upper Canada. In Lower Canada in 1834 
and in Upper Canada in 1836, legislation was passed 
providing for the incorporation of farm mutual fire 
insurance companies operating in counties or other 
restricted areas. The Western Assurance Company 
followed in 1851 and the County of Middlesex Mutual 
Fire Insurance Company (now the London-Canada Insurance 
Company) in 1859. The only Canadian life insurance 
company operating before Confederation was the Canada 
Life, which was incorporated in 1849. The Sun Life 

was incorporated in 1865, two years before Confederation, 
but did not begin business until 1871. The preponder- 
ance of British and foreign companies up to the time of 
Confederation can be seen from the fact that out of 
nearly 40 companies then doing business, apart from 


local farm mutuals, less than one-sixth were Canadian. 


In 1869, the earliest year for which accurate data 
are available, 20 companies were licensed to transact 
fire insurance; 5 were Canadian companies and they 
wrote about 28% of the business. At the same time, 
eh companies were licensed for life insurance and the 
one Canadian company in the field had about 154 of 
the total business in force. Actually, the total 
number of life and fire insurance companies licensed 
in 1869 was 39; some were licensed for both fire and 
It is interesting to observe later how the 


life. 


proportion of business in Canadian companies changed. 
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Although this indicates briefly the history 


2 of the earliest companies operating in Canada, the 

3 business developed nearly a century earlier in the 

4 U.S.A. and regulatory provisions were growing up in 

5 that country throughout the period just described. 

6 There was uncertainty about the reliability of many 

7 companies and this was greatest as respects foreign 

8 companies. In 1814, the Legislature of the State 

9 of New York passed a law absolutely prohibiting any 

10 company resident in a foreign country from transacting 
11 the business of fire insurance in that State. This 

12 followed a somewhat similar law passed by Pennsylvania 
13 in 1810. Since nearly all of the business in Canada 
14 was being transacted by non-Canadian companies, it is 
15 not unnatural that, with an eye to what was being done 
16 to the south, the eaetines Canadian regulatory legis- 
17 lation was directed towards non-Canadian companies. 

18 


Pre-Confe- In 1856, New Brunswick required registration 


19|| deration 
Legislation. or licensing of fire insurance companies not 


‘ incorporated by the Province. A similar 

4 Act was passed by the Province of Canada in 
7 1860 but it went further and required a 

5 deposit of $50,000 before a licence could be obtained. 
4 This legislation, applicable only to incorporated fire 
E insurance companies, was extended in 1863 to apply 

F also to societies, associations and partnerships, it 
having evidently been found that unincorporated bodies 
4 were acting as insurers. The fact that legislation 

29 


prior to Confederation did not apply to life insurance 
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is not too difficult to understand; the amount of 
business done was relatively small and the long-term 
nature of life insurance contracts had the effect of 
postponing the testing-time of companies. 

Conditions in At this point, it might be of 
Canada different 
from Great Britain. interest to comment briefly on the 

different trend that supervision 

on this continent took as compared 
with that in Great Britain. Some persons may wonder 
wby Canada departed in this respect from the traditional 
policy of freedom pursued in the Mother Country. It i 
probably not possible to set down any precise reasons 
that completely explain the different approach, but 
there are one or two major circumstances that go far 
towards such an explanation. One reason, and perhaps 
the most important, is that insurance ae we know it 
today may be said to have had its birth and home in 
Great Britain. The business grew and developed there 
over a period of some 400 years (if one goes back to the 
earliest operations of marine insurance) and was 
carried on almost exclusively by domestic companies. 
There were no questions or problems arising from 
foreign companies under the direction of minds 
thousands of miles away. Thus the circumstance that 
gave rise to the first insurance legislation in this 


country and in the United States - the necessity of 


mi ees ok. 


exercising some control on foreign companies - was 
almost completely absent there. It may well be that 


if there had been only domestic companies to deal 
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with here in Canada, this country might have hammered 
out a system more like that in Britain. The expressio 
"hammered out" is used advisedly, because the high 
Standard of good management and self-regulation now 
existing in the insurance industry in Britain was 
itself hammered out over a great many years = one 
might almost say over some hundreds of years - as 
will be apparent to anyone who dips, even briefly, 
into the history of insurance and insurance regulation 


in Britain. 


Another important circumstance is that the 
early trials of insurance companies in Great Britain, 
the failures, the frauds, and all the things that 
insurance legislation and supervision attempt to avoid 
were perhaps linked in the public and official mina 
with the many problems arising out of the development 
of joint stock companies, and the whole complex 
situation as respects joint stock companies was to a 


great extent straightened up in the 1850's and 1860's. 


Conditions in Canada were, of course, 
altogether different. Native companies were few and 
generally immature; the field in Canada was occupied 
largely by companies from out of Canada but power was 
lacking to attach, for the protection of Canadian 
policyholders, assets in the home eines of out-of- 
Canada companies. It was this fact, together with 


the failure of many companies in Britain and the U.S.A,, 


that soon pointed to the desirability, if not necessity, 


of government supervision. 
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1 It would be wearisome to describe all of 
2 the legislation since Confederation and for present 
3 purposes it is unnecessary to do so. Accordingly, 
4 reference will be made only to a few of the most 
5 important enactments. 
6 
Post-Confe- The first Federal Insurance Act was 
7| deration 
Legislation. assented to May 22, 1868 - less than a 
6 year after Confederation and just five 
19 months after the passing of the Bank Act. 
There was thus early recognition in the new Dominion 
i of the high importance of the business of insurance. 
13|| Insurance The basic objectives of the Act of 
Act, 1868. 
14 1868 were that out-of Canada companies and 
15 Dominion companies should, as a condition 
16 of carrying on business in Canada, establish 
17 their legal status before the Government and the publig, 
18 prove that they had some real substance behind them, 
19 and from time to time make available to the Government 
20 and to the public information concerning their 
21 operations and financial condition. To secure these 
22 objectives, the Act required a company to obtain a 
23 licence from the Minister of Finance and to make a 
24 deposit of $50,000 for each line of insurance trans- 
25 acted, except that a combination of life and accident 


26 insurance, or fire and inland marine insurance, 


required only one deposit. 


a The Act provided that it snould not apply 
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1 Such company did not carry on business beyond the 
y) limits of that province. Such a company might, 
3 however, if it so desired, become licensed on the 
4 terms applicable to other companies. 
5 
: After the issuance of a licence the company 
; had to give notice of the fact in the Canada Gazette 
and in a local newspaper but before commencing busines 
; the company had to file in the Superior Court where 
" its chief agency was established a copy of its charter 
# and a power of attorney to its chief agent. The 
Py company was required to file with the Minister, 
x annually, a statement of its business and also to 
5 publish it in the Canada Gazette. There was, however, 
* no provision for examination by any government officia 
15 
16 One very important feature of the 1868 Act 
17 should be emphasized: there was no provision for 
18 an increase in deposit to correspond with an increase 
19 in liabilities although it was intended that the 
20 deposit of out-of-Canada companies should be increased 
21 up to $100,000 for there was a provision that such 
22 companies should deposit 75% of their premium income, 
23 less claims, until the deposit reached that sum. 
24 Even the requirement of these nominal deposits 
25 provoked much discussion and opposition on the part 
26 of companies from out of Canada. Another feature, 
: 27 which experience soon condemned,declared that any 
28 British or foreign company organized on the mutual 
. 29 principle "sn guch wise as to be unable legally to 


30 make a deposit under the Act for the security of 
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policyholders resident in Canada" might make such 
deposit for the general benefit of all its members, 
but any company doing so was required to specify that 
fact when making the deposit and in all returns made 
or published by it. Reference will be made to both 


of these features later. 


It soon became apparent that the deposits 
to be made with the Minister under the Act of 1868 
were really only nominal in amount when compared with 
the liabilities of many out-of-Canada companies to 
their policyholders in Canada; that for business so 
technical and with such ramifications, official 
examination of the records and accounts of all 
companies was necessary to give the public confidence 
in the accuracy of their annual statements; that the 
publication of the annual statements in the Canada 
Gazette was not adequate to properly serve the public; 
that the Act did not provide any tests at all of the 
assets that a life insurance company should have to 


enable it with certainty to meet its obligations to 


policyholders. 


Uneasiness was expressed in Parliament and 
elsewhere about the danger from the operations of 
many companies, some of which were believed to be 
in a precarious position. For example, the following 
statements were recorded in Hansard about that time, 


being extracts from New York financial papers: 
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"The investigation into the affairs 
of . . . Life Insurance Company, which 
failed in New York some months ago, shows 
that there is a prospect of policyholders 


receiving forty or fifty cents on the 


dollar." 


Another extract: 


"The Attorney General of New York State, 
having made application to the Supreme 
Court, receivers have been appointed for 


the following five companies ..." 


"An examination made previous to taking 
proceedings had shown that their assets were 
insufficient to reinsure their outstanding 
risks. Ali were in business for a number of 
years and exhibited in their dealings with 
the assured many of the evils which have 
come to light in American insurance matters 


within the past four months." 


Acts of 1875 The result was that two new Acts were 
oo passed in 1875 and a third in 1877. It had 
been the intention in 1875 to deal with all 
of the matters covered by these Acts. but owing to 
difficulty in settling upon some of the terms to the 
satisfaction of certain companies, a part of the 


legislation was delayed until 1877. These three Acts 


may conveniently be considered together for toa 
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large extent they set the pattern for subsequent 
Federal legislation in its most significant aspects. 
To remedy the deficiencies in the previous legislation, 
the new Acts provided: 
Roots of (1) That a company shoud maintain assets 


Present 
Legisla- in Canada sufficient to answer for £ts 


tion. 
obligations in Canada. This had application 
more particularly to outsof-Canada companies 
for in the normal course the assets of 
Canadian companies would be mainly in 
Canada. (The out-of-Canada life insurance 
companies strongly opposed this measure in 
1875 and this was one of the reasons for 
delay in passage of the legislation; but 
the principle of full deposits to cover all 
liabilities in Canada, which had been made 
applicable to fire and inland marine companiés 


in 1875, was made applicable to life companies 


too in 1877.) This has been throughout. one 


of the most important principles of our 
legislation; it means that if an out-of- 
Canada company should become insolvent, then 
the assets of the company in Canada may be 
used to reinsure its Canadian business in 


another company in Canada. 


(2) That a life insurance company should 
include in the liabilities in its annual 
statement, actuarial reserves sufficient 


to make adequate provision for its obligations 
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to its policyholders, but in no case less 
than the total for which the policyholders 
might claim if the company were insolvent. 
Specific tables of mortality and a rate of 
interest were prescribed for computing the 
amount a policyholder might claim against a 
life insurance company in insolvency. This 
principle has been continued in the legis- 
lation down the years, with such changes as 
were found necessary to meet changing 


conditions. 


(3) That the annual statements of companie 
should be published in a Government report 


and thus be readily accessible to the public 


(4) That an officer to be known as the 
Superintendent of Insurance should be 
appointed to act under the instructions of 
the Minister of Finance and to report to 
him from time to time "upon all matters 
connected with insurance as carried on by 
the several companies licensed to do busines 
in Canada". This was the origin of the 
Federal Department of Insurance, which 
operated as a branch of the Department of 
Finance until 1910 when fe was constituted 
as a separate Department but still under 
the Minister of Finance. Among other 
things, the Superintendent or someone 


responsible to him was required to make an 
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annual examination of each company at its 


head office in Canada and to report thereon 


to the Minister. This important duty, 
together with the requirement of assets in 
Canada adequate to meet the obligations of 
companies in Canada may be regarded as two 
of the sheet anchors in our legislation, 


As an indication of the difference of 
opinion that prevailed in those days 
concerning the merits of government super- 
vision, it is interesting to note a comment 
made by one of the critics of the bill 
introduced in 1877 to complete the original 
intention of the 1875 legislation. Speaking 
in the House of Commons in that year, 

Dr. Tupper (afterwards Sir Charles Tupper) 
used these words: 

"The efforts which have been made to 
obtain the greatest security for the mass 
of the people depending upon life insurance, 
by Government inspection, have proved in 
some very important instances to be quite 
abortive . . »« 3 « « « The circumstances 
which have taken place in the State of 
New York in connection with some of the 
largest and most important life insurance 
companies doing business on this continent, 
and in Canada, have shown how utterly 


hopeless it is to expect to obtain 
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security for the public through the 
agency of Guts tenets inspection. 
Institutions supposed to be the most 
reliable, supposed to be the most deserv- 
ing of public confidence, have crumbled 
away and left vast numbers of people, who 
have paid enormous sums of their private 
means to those companies, without the 
hope of securing the comfort to their 
families, when they are obliged to leave 
them behind, that they expected to do. 
Those institutions have crumbled into 
dust and caused widespread misery and 
misfortune throughout the country. I 
think the time has arrived when it become 
the duty of the Government seriously to 
entertain the question of giving some 
more direct, some more absolute, certaint 
to persons investing their money in life 
insurance." 
The speaker went on to suggest a system of 
government insurance, or at least a govern- 
ment guarantee of the obligations of insuranee 
companies. While in the foregoing one must 
make some allowance for the fact that the 
measure under consideration was introduced 
by the Government of the day and the speaker 
occupied a position on the other side, there 
is no doubt that at that time the view which 


he expressed was very generally held. One 
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Can only speculate what the outcome would 
have been had the Government then gone into 
the business either directly or indirectly 
through guaranteeing the obligations of the 
companies, On the basis of the record of 
the companies since then, the cost would have 
been nil, as respects life companies, but no 
one can say what folly might have been 
induced by the very fact of any such 
guarantee. Hindsight shows the wisdom of 
the Government in avoiding the alternatives 
suggested. Incidentally, it is of interest 
to note that Sir Charles himself later 
assumed the presidency of a Canadian life 


insurance company. 


In general, the Acts of 1875 and 1877 
remedied the previous inadequate deposit 
provisions but there were nevertheless two 
important exceptions: 

(1) The requirement of full deposits by 
out-of-Canada life companies applied only 
to new business and companies were permitted 
to carry on the life business previously on 
their books subject only to the deposit of 
$50,000 or $100,000 already made, and 

(2) The provision enabling companies 
organized on the mutual plan to make their 
deposits for the general benefit of all 
policyholders rather than for Canadian 


policyholders alone was continued. 
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With respect to (1) above, life insurance 
companies were required by the Act of 1877 
to maintain, in respect of business there- 
after written, assets in Canada at least 
equal to their total liabilities in Canada, 
including their actuarial reserves. Busines 
written before 1878 by British and foreign 
life companies was allowed to continue with 
merely the nominal deposits theretofore 
required; companies not desiring to comply 
with the new conditions were required to 
discontinue new business but were permitted 
to continue their existing business subject 
to the requirements of the legislation under 
which it was written. Nearly one-half of 
the British and foreign life companies then 
licensed chose the latter course rather than 
put up deposits to cover their liabilities. 
Although in most cases these companies re- 
entered the field at a later date, their 
temporary withdrawal enabled Canadian life 
companies to gain a foothold in the field 


which they have since steadily maintained. 


The fact that pre-1878 business was not 
required to be covered fully by deposits 
subsequently gave rise to one of the very 
few instances where Canadian life insurance 
policyholders of British and foreign 


companies have suffered loss. A British 
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company - the Briton Medical and General - 
elected to discontinue new business and to 
continue the business then on its books 
subject to its then deposit of $100,000. 

The company went into liquidation with 
liabilities to Canadian policyholders amount 
ing to nearly $300,000, with the result that 
Canadian policyholders received only small 
payments on their equities, and were, of 
course, left uninsured. With the passage 

of time, the exception for pre-1878 life 
business ceased to have any practical 


application and was repealed in 1950. 


There was another feature of the 1877 
Act, referred to in (2) above, that deserves 
special comment. Im the early years, there 
were several U.S. mutual life companies 
operating in Canada and several stock 
companies with the word "mutual" in their 
names because they were transacting business 
on the participating plan. At their 
instance, a significant proviso was added 
to the first Dominion Act in 1868 to the 
effect that where a company was operating 
on the mutual principle the $50,000 deposit 
should be available for the protection of 
all policyholders and not specially for the 
Ganadian policyholders. The 1877 Act 


retained this proviso and a prolonged debate 
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took place about it, very strong views being 
expressed both pro and con. For example, 
the following argument appears in Hansard: 
"It would be entirely subversive of 
the principle of mutuality and of the 
essential and distinctive principles 
upon which mutual companies were founded, 
if any portion of their funds were to 
be set aside for the exclusive benefit 
of any portion of the insured. It 
could not be done. It was unconstitutional. 
It was unsound, and struck at the very 


life and vitals of these companies." 


This argument prevailed for the time and 
the Act as passed retained the proviso in 
question, notwithstanding a strong protest 
from one member of Parliament that "reserves 
in such a case will be like the fabled apple 
of old which when grasped turn to ashes". 
The practicability of the proviso was soon 
to be tested. In 1877 the Atlantic Mutual 
Life Insurance Company of the U.S. failed. 
The Ganadian deposit of $85,000 was probably 
sufficient, if applied solely to Canadian 
liabilities, to reinsure the Canadian policy 
holders in full. The deposit had, however, 
been made for the benefit of policyholders 
generally, and after a long period of 


litigation, in which the Canadian liabilitie 
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gradually increased, Canadian policies were 
cancelled, the holders receiving about 75¢ 

on the dollar as a dividend on their reserve 
values and claims. Again, in 1879, the Globe 
Mutual Life Insurance Company of the U.S. 
failed. This company, while nominally mutual 
had a capital stock. The deposit in this 
case was considerably in excess of Canadian 
liabilities but when the Canadian receiver 
proceeded to deal with it he was restrained 
by an injunction from the U.S. receiver. 

and only after prolonged litigation extendin 
over three or four years was he able to have 
the deposit applied for the benefit of 


Canadian policyholders. 


These two experiences, together with 
the experience of a number of companies not 
transacting business in Canada, appear to 
have shaken public sent deucelia mutual 
companies and the proviso was deleted in 
a revision of the Act in 1886. It is also 
significant that in 1881 special legislation 
was sought by three Canadian companies to 
drop the word "Mutual" from the name in 
each case. In commenting on this legis- 
lation in the report on business of the 
year 1882, the then Superintendent said: 

"Several private Acts were passed and 


it may be noted that three life insurance 
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companies obtained Acts allowing them 
to erase the word 'Mutual' from their 
titles, as if this name had gained an 
evil odour in the country." 
First The newly-created position of Superintend 
Superintendent 


of Insurance. 


ent of Insurance was filled on July 1, 
1875, by the appointment of Professor J. B. 
Cherriman, MVA., F.I.A., F.R.S.C., until 
then Professor of Mathematics and Natural 
Philosophy at the University of Toronto, 
who evidently brought with him not only a 
fine mathematical and actuarial background 
but a zeal for public service and a most 
conscientious fidelity to the public interest. 
To him must go the credit for the foundation 
of the Department and a personal influence 
which was of the greatest importance to the 


insurance interests of the country. 


Anyone referring to the first memorandum 
on life insurance legislation proposed by 
Professor Cherriman would undoubtedly be 
struck by the soundness of the principles 
that he advocated. He stated that there 
were really only two principles involved. 
The first was "that there should be no 
secrecy of the affairs of an insurance 
company, that the directors are only 
trustees or agents for the disposition of 


the money entrusted to them by the insured, 
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and the insured has the right to know what 
is done with the money so entrusted". He 
therefore urged publicity. The second 
principle was that every company should have 
assets in Canada sufficient to cover its 
liabilities to policyholders in Canada. He 
therefore urged the importance of solvency 
and full deposits, and the legislation 
enacted as a result of his recommendations 
embodied these two cardinal principles. On 
the question of investments, his recommend- 
ations were equally sound. He said it must 
be observed that a life company is not in 
the position of a commercial institution 
where a high rate of interest can be made 
with a certain amount of risk. The all 
essential principle of a life company is 
security and no speculative employment of 


the funds entrusted to it can be sanctioned. 


Professor Cherriman remained in office 
for ten years and retired in 1885. His 
last official act was a warning and a 
protest against the principle of assessment 
insurance which was at that time beginning 
to assert itself and to claim the right 
to legislative recognition. On retirement 
in 1885, Professor Cherriman was succeeded 
in the position of Superintendent by Mr. 
William Fitzgerald, M.A., who continued 


until 1914. Mr. Fitzgerald was a lawyer but 
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also a trained mathematician, having been 
gold medallist in mathematics under Professo 
Cherriman at the University of Toronto. 
Mr. Fitzgerald was in turn succeeded in 
1914 by Mr. G. D. Finlayson, C.M.G., B.A., 
LL.D., A.I.A., whose ability and devotion 
to the public interest throughout his term 
of office until 1947 were singularly outstand- 
ing.) Mr .oR?, WiOWarwicksoM.Ac, SAC TIAss 
replaced Mr. Finlayson upon the latter's 
retirement at the end of 1947 and the presen 
incumbent succeeded Mr. Warwick upon his 
retirement early in 1953. Thus there have 
been only five Superintendents since the 
first appointment in 1875; with the 
exception of Mr. Fitzgerald, all have been 
actuaries and with the exception of Professo 
Cherriman each served the Department in some 
capacity for thirty to forty years or more. 
Reference has been made to Professor 
Cherriman's warning and protest against the 
principle of assessment life insurance. Had 
his warnings been heeded, this kind of 
business might have been curbed earlier; 
as it was, it took nearly a generation to 
see the last of companies and fraternal 
benefit societies operating on this basis. 
The episode was, it would seem, sufficiently 
important to warrant more than passing 


mention. 
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1) Insurance Legislation was enacted in 1885 with the 
on the 
2) Assessment intention of making the public aware of the 
Plan. 

a nature and financial status of companies 

4 transacting life insurance business on the 

5 assessment plan; and perhaps also to protect 
6 companies that were doing business on a sound 
7 basis against competition from the assessment 
8 companies. Apart from the requirement of a 

9 deposit of $50,000 precedent to the licensing 
10 of any such company, the basic intent of the 
11 legislation was that the public should be 

12 well aware of the basis on which they carried 
13 on business. To this end, every such company 
14 was required to have printed in large type at 
15 the head of every application, policy, 

16 certificate and circular issued by it the 

17 words "Assessment System"; and, in addition, 
18 to have printed in a conspicuous place and 

19 in prominent type, the following words: 
20 "This association is not required by law to 
21 maintain the reserve which is required of 

22 ordinary life insurance companies". Moreover, 
23 every certificate was to contain an undertakin 
24 to pay the whole of the death benefit out of 
25 assessments to be made for that purpose, and 
26 every such company was bound by the Act to 
27 make the necessary assessments; further, 
28 assessments made for the payment of death 

29 benefits were to be used solely for that 


30 purpose and not to pay any expense whatsoever. 
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Looking back at this date, one may wonder 
whether the legislation may have had the effect 
of a warning to the public or of giving the 
public an unwarranted confidence in these 
companies. In any event, the Insurance Act 
of 1910 provided that a licence was not to be 
issued to any additional companies transacting 
the business of life insurance on the assessme 
plan. All of the companies for which the 
legislation had been intended had already 
passed from the scene. The only remaining 
corporations at that time operating on that 


basis were a few fraternal benefit societies. 


Fraternal Although this legislation was intended fo 

Benefit 

Societies. commercial companies doing business on the 
assessment system and mainly for non-Canadian 
companies, certain fraternal benefit societies 
later incorporated in Canada came under such 
legislation as they were operating on that 
system and there was no other legislation to 
which they might have been made subject. The 
last of the commercial companies had disappeared 
by 1907, and by 1917 all of our fraternal 
benefit societies had reorganized and were 
maintaining appropriate actuarial reserves 
for their liabilities to members. There 
were, however, a large number of such 


societies from the United States operating 


in Canada under licences granted by the 
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provinces and although most of them had 
substantial assets, they were nevertheless 
nearly all in an unsound and insolvent 
condition when tested according to appropriate 
standards. It was foreign to the whole scheme 
of legislation down to 1919 that a company 
or society should be licensed unless it was 
entirely sound and solvent. The practical 
situation to be met was that these societies 
already had considerable numbers of members 
in Canada and it was necessary to proceed in 
a manner that would properly safeguard the 
interests of their members. In the circum- 
stances, the legislation of 1919 provided that 
any such society might be licensed if the 
rates of contributions being charged for its 
insurance benefits and to be charged for members 
admitted after the date of licence were such 
as to make reasonable provision for the benefits . 
promised to these members, but the society 
was required to attain solvency as a whole 
before March 31, 1925, or discontinue business 


in Canada. 


The effect of this legislation was 
profound, for it required these societies 
to become solvent as a whole or discontinue 
business in Canada, even though in most cases 
the proportion of the members in Canada was 


relatively small; the reorganizations that 
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1 these societies had to make acted like a 
2 contagion throughout the whole fraternal 
3 field. Dating from 1919, each fraternal 
+ society licensed or registered by the 
5 Department is required to have a valuation 
6 made of its liabilities to members by a fully 
7 qualified actuary and the actuary reports 
8 in detail to the Superintendent on the 
9 valuation and the investigations made by him. 
10 Thus a close and effective watch is maintained 
11 on the operations of these societies so that 
12 it may be safe for the public to take 
13 membership in them. 
14 
Act of An amending Act was passed in 1899 that 
15 1899. 
was of significance as respects investments. 
a Up to that time, the investment powers of 
i" Canadian insurance companies were contained 
= in their respective Acts of incorporation 
e and such powers were by no means uniform. 
a The Act of 1899 added a new section to the 
* Insurance Act then in force which, although 
” not taking away from any company powers 
- already possessed, made their investment power 
- otherwise uniform. This legislation provided 
3 the foundation for the investment provisions 
. in all subsequent Acts and in the Insurance 
= Act of 1910 any wider powers in special Acts 
be were repealed, thus putting all Canadian 
29 


companies in the same position. 
30 
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As respects the deposits required to be 
made by British and foreign companies, the 
Insurance Acts down to 1910 provided that 
such deposits should be in the form of 
Dominion or provincial government bonds or 
bonds of the native government of the company 
concerned or in such other securities as the 
Treasury Board might accept. The same rule 
applied whether the deposits were made with 
the Minister of Finance or with trustees. 

As might be expected, this latitude resulted 
in quite a variety of securities being 
tendered and accepted. Consequentiy, the 

Act of 1910 provided that British and foreign 
companies might thereafter vest with trustees 
only assets in which a Canadian company might 
invest and this principle has, in the main, 


been retained ever since. 


The question is sometimes asked why 
specific investment provisions became embodied 
in the Insurance Act. The answer lies largely 
in the fact that the nature of some of the 
investments and collateral loans made by many 
companies prior to 1910 gave considerable 
cause for concern,as will.be evident from 
the report of the Royal Commission on life 
insurance appointed in 1906. Although these 
early requirements had as their main object 


the avoidance of unduly risky investments, 
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it has been recognized throughout the years 
that it is only by the care and experience of 
competent officers that sound and remunerative 
investments can be made even within the frame- 


work of the legislative provisions. 


One of the milestones in Canadian 
insurance history was the appointment of the 
Royal Commission on life insurance in 1906. 

In 1905, an investigation had been made in 
New York State into the business or ite 
insurance companies by a Joint Committee of 
the Senate and Assembly, known as the Armstron 
Committee. The report of the Committee was 
published in February, 1906. Im the course 

of that investigation, sensational disclosures 
of most serious irregularities in the conduct 
of the business appeared in the press from 
day to day. The disclosures resulted in an 
investigation in Great Britain by a Select 
Committee of the House of Lords and were so 
serious that the appointment of a Royal 
Commission to inquire into the situation in 


Canada was inevitable. 


The Commission reported early in 1907 
and its findings made rather disheartening 
reading in places. The report constituted 
a strong indictment of the management and 
investment practices of several companies 


and societies and recommended a completely 
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revised Insurance Act with many new and stronger 
features. The draft Bill so recommended was 
altered appreciably as a result of study both 
in and out of Parliament during the years 1907 
to 1909 but was finally enacted as a new 


Insurance Act in 1910. 


The public exposure to which companies 
were subjected during the inquiry induced a 
readiness on their part to lean backwards in 
a contrite desire to stand straight and the 
construction placed upon the law by the 
Department did not minimize the import of the 
new provisions. The net effect was a resurgente 
of circumspection concerning right principles 
for the conduct of business which has persiste 
to this day. At the same time, it may be 
said that most of the substance of the Acts 
presently in force had its roots in the Act 
of 1910. It is difficult to summarize the 
main objects of the 1910 legislation briefly, 
but the leading principles were said to be 
restriction, supervision, uniformity, 
publicity and protection of Canadian policy- 
holders. The need for regular and competent 
examination into the affairs of companies and 
the publication of full information concerning 
any important matters respecting them was 
manifest throughout the Commission's report. 


In order to assist in meeting this need, the 
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1 Department of Insurance was constituted in 

2 1910 as a separate Department under the 

3 Minister of Finance. 

4 Perhaps the following excerpts from the 
5 report itself may throw a good deal of light 
6 upon the views of the Commission as a result 
7 of their inquiry, more particularly concerning 
8 the status and use of insurance funds: 

9 "It seems to the Commission of importance 
10 to define the nature and position of the 

11 funds resulting from the operation of 

12 insurance companies. Save in so far as 

13 capital stock plays a part, these funds are 
14 either a reserve kept in hand to discharge 
15 the insurance obligation or a surplus 

16 resulting from a nana upon the persons 

17 insured in excess of what it has cost to 

18 insure their lives. The policyholder 

19 contributes both reserve and surplus, and 
20 where business is done upon the participat- 
21 ing plan it is the surplus moneys that are 
22 called profits. How unimportant a part may 
23 be played by capital stock is demonstrated 
24 by an examination of the table showing the 
25 capitalization of the different companies, 
26 in an early part of this report. In truth, 
27 when an insurance company's position has 
28 become established, its capital stock 

29 becomes a mere document of title by virtue 


30 of which a particular body of persons 
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control those larger and more important funds 
which the policyholders contribute. And 
there is reason to fear a confusion of ideas, 
with regard to his relation to these funds, 


on the part of the person in control." 


"And what is the character of these funds? 
Are the purposes to which they are being 
devoted consistent with that character? 

Your Commissioners have no doubt that 
accumulated insurance funds are, in every 
essential particular, trust funds. They 
belong to the policyholders and not to the 
shareholders. The directors are not in 
possession of them as trading capital in any 
sense or Conant degree. They are not subject 
to trading risk. They are held in trust for 
investment and to be eventually paid to those 
whose moneys they are. Being trust funds 

the function of the directors in regard to 
them is the function of trustee. Once the 
subject is put eh this simple basis the 
criterion for determining the propriety of 
any particular dealing by the directors with 
these funds also becomes simple. Ought a 
trustee to do this with trust funds? Once 
this is recognized as the test, all difficult 


disappears." 


"Under a former head the Commission has 


stated very fully its conviction that all 
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accumulated funds belonging. to policyholders 
are essentially trust funds. It necessarily 
results that permissible investments should be 
confined within such boundaries as may be 
appropriately delimited for the investment 
of that class of funds. Speculative invest- 
ments ought to be excluded, and the trustee 
directors charged with the duty of investment 
should never be permitted to embarrass them- 
selves by considerations arising out of any 
personal relation on their part to the subject 
matter of investment. In the course of this 
inquiry the dual capacity of trustees has 
been frequently illustrated, and many of the 
illustrations strongly emphasize the danger 


which is inseparable from the dual position." 


"In respect even of the permissible range 
of investments, many abuses have, in the 
opinion of your Commissioners, prevailed. You 
Commissioners cannot believe that it was ever 
the intention of Parliament that, under the 
pretext of investing in the securities of 
'public utility' corporations, insurance 
companies should promote such companies and 
construct and operate their works. Nor can 
your Commissioners believe that Parliament 
intended to sanction the acquisition by an 
insurance company of the whole of ora 
controlling interest in the capital stock 


of a trust company, with the intent of 


eteblodyotiog o¢ .gntanofsd abinut betsinmvoos 


yitvsaecoon JI .abaut geuxt yilistitasaae sis 
{ biuode etmsemtesvat eldteetmisq tedd siiweor 
ed ysam es asitsbravod dove middtw hen tao 
Dee en ee ee ae ee vetsirqorggs 
-tasvot sevitsivesqa .abnut to aasflo tends to 
sestauit sdi bas .psbufoxs sd ot tdayo shaties 
riomtesvat to ytub edi dtiw beagrsde etotosrtb 
~msdd easiisdms ot bettdinarseaq ed aevean Sivode 
yas to dvo antatis anotisieblanoo yd esvifea 
Side sald oy disq atsdd no nottsflar Ismoersq 
aids Io saivoo eft nl .tasmtesvmt to tetdem 
asd aestauitd to yttosaso Isub edd vwriypat 
sat to yriem bas botsidenllt ylsynerpe tt sesd 
regnsb edt sstasdqme yignorte aehauatnade 


.fokitaoqg [sub edd mort sidersqsent et dotaw 


fst afdiaatmrsg sit to aeve tosqesd ar" 
eid mt ,sved geeuds yoarsm .atnemdeovnt ‘to 
Y .beltsverq ,ervenoteetmmoD xrg0y to motatqo 
Sve asw di tsdt svetlod tonnso avranotee tmmod 
edd stebsau ,sscddt taemesifcxsd to nottnednt end 
to eetdtivosa oft mt antdeeveat to dxstexrg 
Sonsinent ,anoltisroquos 'ystli¢y obfLdyq' 
Sas estasqmoo coue stouord bisorig aestasgmos 
aso tol » BLOW ifedsd edsteqo bas torrteanoo 
tremsifist tedtd evetled etsnotastmnoD TOY 
ms Yd nolvlatupos sdi nottones ot bebmedmnt 
& Io To sfonw erit to ynsqmoo sonervent 


Moota Lstiqso edt at sestesnt antllous aos 


Nethercut é Young 


Torante , Ontario 


Page A.40O follows 


a er - > mAs pe “ alll 
-, f au ‘a =) sly 4 o 4 = ~ - 
2 i ’ 5d i> 2 : = a - pont 


a a a ls Io ee a aa De a en ee SS a So 


ewolfot OLA east 


Nethercut &é Young 
Torente, Ontario A. oO 


managing and operating it as a subsidiary or 
tributary concern. These enterprises seem 
entirely foreign to the very idea of invest- 
ment. The insurance company is authorized 

to invest only, and not to engage in other 
businesses than the business of insurance. 

The possibility of diverting insurance funds 
from the authorized channels of investment 

by these means could never have been in the 
mind of Parliament when the Act was passed. 

It may not be easy to draw the legislative 
line, but it seems to your Commissioners 

that, perhaps, the department may be entrusted 
with the construction of the Act, and 
empowered to determine in all cases whether, 
under colour of the statutory power of 
investing, the insurance companies are 
embarking upon or engaging in other businesses 


than the business of insurance." 


ACte of In 1917, a new Insurance Act was 
1917 
et seq. passed as the result of a decision of the 


Privy Council in 1916 relating to the 
licensing provisions of the 1910 Act; and 
the 1917 Act was later replaced by three 
separate Acts in 1932 following a further 
decision of the Privy Council in 1931 
relating to the licensing provisions of the 
1917 Act. The three new Acts in 1932 were 


the Canadian and British Insurance Companies 
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Act, the Foreign Insurance Companies Act, and 
the Department of Insurance Act, such Acts 


being the Acts now in force. 


Federal insurance legislation has been 
revised from time to time but the essential 
principles of safety contained in the Acts 
of 1875 and 1877 have been substantially 
preserved. In summary, the main purposes 
of the legislation and of the Departmental 
examination of companies in implementation 
of that legislation, have been to ensure that 
each and every company licensed or registered 
with the Department is in a sound condition, 
to the end that it might be safe for the 
public to effect insurance in any such company 
and to give the public reason to be satisfied 
of the likely continuance of that state of 
affairs. In the main, these purposes have 
been attained by requiring (1) the maintenance 
in Canada by all out-of-Canada companies of 
adequate assets and of records and accounts 
of their transactions; (2) the placing of 
sound values on the assets of all companies; 
(3) the proper determination of the liabilitie 
of all companies; (4) the regular examination 
of the records and accounts of companies to 
see that these requirements are met by 
companies on a continuing basis; and (5) the 
publication of a detailed annual report on all 


companies, giving full information for the 


to 
bas ,toA setasamoD sors iwanl ngteto% eft .JsoA 
etoA doue ,toA sonsusvanl to dnemtasqed sdt 


.so%o01 nit wom atoA ond aitted 


mead esd nolislataesl sonsrveant [stebet 
{sttnasees ant tud emtt oft omit mort beatves 
etoA oft at bentstnos yisitsea to esl{qtonirq 
ylistinstedye mesd evsd YY8£ bas 2@Y8L to 
aseoging mism edd .yismmve al . beviseetq 
Istnemtisqed edd to bas motésfeatgef edt to 
notdednemeLamt ort as tashme® To moltsatmsxs 
‘say sivene ot meed saved .nottsleteef tent to 
eisteizet ro bsersoll yasamoo weuen aan fogs 
.foltiibnos basoe s nt at tneminsqed sdt détw 
edt tol else sd tdgtm ti tadtd boae ods ot 
eins dove Yas mt snldionne Jostits ot otidua 
elteisse sd ot moassi offduq edd svig ot bas 
to sista tjsdd to sonsuntdmoo yLowtl edt to 
eved assoqiuq seeds .ntsm sdt nl .ettstis 
menstitem edt (£) gniitivps: yd bentstis ased 
to asknsamoo sbhensd-to-tvo Ifs vd sbsnsod ret 
admuooes bas abtoosr to bas edeves etsupesbs 
‘Yo gntosiq edt (S$) samotsosansys atedt to 
re@sinsques [Ls to atseas edd no aeulev bavoa 
dELLdsil et ‘to fAolisnimreteb teqeiq edd (£) 
oltsrnimexs islyger ent (4) puibbiaaaiid {fs to 
ot aelmsqmeco to atnuooos bre ebioost edt to 
yd Jom eas aednsmertupes eaodd tent see 
odd (2) brs retesd Siltiitatis £ MO getasqmoo 


S mo trogex fsuans belisteb 5s to noltsot fdugq 


Nethercut &é Young 
A. 42 


Toronto, Ontario 

insuring public and affording a basis for 

informed criticism within the industry itself. 
Kernel of In a nutshell, the basic principle of our 
Insurance 
Legislation. legislation is that the deposit system 
for out-of-Canada companies, together with 
publicity and inspection of all companies, 
will secure adequate protection for the 
public. Although criticism of the deposit 
system is occasionally voiced by some companie 5 
none has ever been heard from policyholders. 
In the opinion of the Department, having 
regard for the great number and variety of 
companies and societies operating in Canada, 
such system is absolutely essential in Canada 


and experience has provided ample justificatio 


PoP-ity 
Deposit The present deposit requirements are that 
Require- 
ments. British and foreign companies and societies 


must at all times maintain assets on deposit 
with the Minister or with a trust company 
incorporated in Canada, under an agreement 
approved by the Minister, in an amount 
sufficient to cover their liabilities in 
Canada; Canadian companies and societies are 
required to maintain only Wows? deposits 
with the Minister, but they are required to 
hold all the remainder of their assets in 
Canada under their own control except such 


assets as are necessary to maintenance of any 


foreign branch or branches, 
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1] Volume of At the end of 1961, the market value of 
Deposits. 

Z all deposits held by the Minister or by 

3 Canadian trust companies in pursuance of the 

4 provisions of the Acts amounted to 

5 $2,856,107,472, subdivided as follows: 


6|With the Minister of Finance $1,087,547,556 
ith Canadian trust companies 1,768 


Life and fraternal insurance $2,145,789,927 
giFire and casualty insurance 


g|Canadian companies and 


Subsidiary 
Effect of 
Deposit 
System. 
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ritish companies 754,141, 341 
oreign companies and 


500,910 


710, 317,54 


societies $ 65,341,980 


societies 2,036,624,151 $2,856,107,472 


One effect of the legislation that is 
not apparent to the public is the exclusion 
from operation in Canada of the weaker non- 
Canadian companies which, but for the legis- 
lation, would be only too glad to come into 
Canada and get what business they could while 
they were able to remain in business. A 
multitude of applications have been made by 
such companies but when advised of the 
requirements the applications were not pursued 
Some of these companies have then attempted 
to use Canadian mails and also Canadian radio 
stations for the solicitation of business in 
Canada but both of these media have been 
closed to such companies by action of the 
appropriate Dominion authorities upon the 


request or recommendation of the Department. 
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Investigation Apart from the foregoing, there is an 
of Complaints. 

important function that the Department 

performs of an extra-statutory nature. 

It concerns complaints made by policy- 
holders against companies or sometimes against 
agents of companies. A considerable number of 
complaints.of this kind and inquiries of more 
general nature concerning companies are 
continually received. It is a most unsatis-= 
factory situation for the policyholders 

. concerned, for the particular company, and 
in fact for the industry as a whole, if the 
policyholder should continue to feel aggrieved 
whether justifiably or not; and that state of 
mind, if not cleared up, may result in 
unfortunate action in court. All of these 
complaints are treated with every courtesy 
and consideration. In each case, the facts 
are ascertained from the company's point of 
view, either by correspondence or by a visit 
to the head office. With all the facts before 
us, it is almost always possible to bring 
about a better understanding - generally a 
satisfactory understanding - and no case is 
recalled where the complainant has after- 
wards gone to court. It is correct to say 
that practically all of the complaints arise 
out of misunderstanding, and we believe 
that the service thus afforded is most valuabl 


to the companies and to aggrieved policyholders. 
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During the 94 years that have elapsed 
Since the first Federal Insurance Act was 
passed in 1868, a great change has taken 
place in the volume of insurance in Canada 
and in its distribution among Canadian- 
controlled companies and other companies. 
Fire and casualty insurance premiums which 
in 1869 amounted to less than $2,000,000 rose 
to $823,000,000 in 1961 (federally-registered 
companies only) but the percentage written by 
Canadian-controlled companies has decreased 
from 28% in 1869 to 22% at the present time. 
Moreover, of the present 22%, the personal 
accident and sickness business of Canadian- 
controlled life insurance companies accounts 
for 7%, leaving 15% of the total in the 
hands of Canadian-controlled fire and casualt 
companies. Actually, the percentage declined 
to only 7% in 1925 and the present 22% would 
be about 28% if control of some of the largest 
Canadian fire and casualty companies had not 
been acquired in recent years by British and 
foreign insurance companies already operating 
in Canada. On the other hand, life insurance 
in force, which in 1869 amounted to $36,000,0 
of which 15% only was in Ceti dans companies, 
had grown at the end of 1961 to $48,000,000,0 
(federally-registered companies only), of 
which Canadian-controlled companies carried 


63%. Perhaps a word by way of explanation of 
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some of the causes of the divergent trends 
between fire and casualty business and life 
business in purely Canadian companies might 
be interesting. The explanation in each case 
goes back to 1877. 

As a result of the 1877 Act, there was a 
temporary withdrawal of many of the largest 
British and foreign life companies which had 
opposed the requirement of full deposits. Of 
30 life companies licensed at that time, 14 
discontinued new business. During this period 
of withdrawal (many of the withdrawing companias, 
but not all, returned later), the Canadian 
companies got a foot-hold which they have sine 
steadily maintained. Most of our Canadian lif 
companies came into existence during the next 
20 years and those then in existence greatly 
increased their strength. However, there was 
no similar withdrawal of British and foreign 
fire insurance companies and, in addition, 
Canadian companies entered upon a succession 
of serious set-backs. In 1877, there 
occurred in St. John, N.B., what was proportion- 
ately one of the worst conflagrations in 
history. This conflagration brought to ruin 
3 of the 13 Canadian licensed companies then 
doing business and 2 others disappeared after 
a vain struggle for existence. This disaster 
appears to have so weakened the existing 


companies and so discouraged capital which 
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might otherwise have sought investment in fire 
insurance companies that the 13 companies 
gradually decreased until in 1896 the number 
was 5, the same as had been transacting 
business in 1869. Further set-backs were 
suffered by the conflagration in Ottawa in 
1900 and in Toronto in 1904, while two of our 
largest companies suffered severely in the 
San Francisco conflagration in 1906. It is 
not surprising, therefore, that the number of 
companies doing business in 1877 was not 


restored until more than 30 years later. 


Middle Our British friends, accustomed to 
Course 

in very little regulation, may feel that Canada 
Canada. 


has gone further than necessary in the matter 
of faipanyidten: however, our insurance back= 
ground was entirely different from theirs. 

On the other hand, our American friends with 
their detailed regulation may feel that we 
have not gone far enough. It was probably 
inevitable that Canada should have taken a 
middle course in settling upon a policy 
designed to achieve maximum safety for policy- 
holders and yet at the same time involving 

a minimum of interference with the management 
of the companies. At the outset, no doubt, 
there was some question in the niviad or 
management whether the system would prove 


beneficial or otherwise. Needless to say, 


all were desirous of securing some means of 
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preventing failure of insurance companies for 
the reason that the failure of one company 
tended to destroy the confidence of the public 
in all the others. There was, however, fear 
that the system might develop into an inquisi- 
torial and vexatious interference with busines 
which would hamper the companies and through 

a narrow view of their proper functions would 
prevent the fullest development of the busines 
The objections and dangers inherent in this 
possibility have never been lost sight of by 
‘the Department and policies have always been 
framed accordingly. This is one reason for 
not dealing with more matters in detail in 
Federal insurance legislation but another is 
the belief that just as the common law has 
been said to be based on common sense, many 
questions can be better settled on their merit 
without the cold compulsion of legislation. 
This — not be the easiest course in 
supervision but within reasonable limits it 


would seem to be the best. 


Vindication In view of the doubts and fears 
of Super- 
vision. expressed by many critics of supervision in 


the early years, it is natural to turn to the 
record to appraise the effect of it in Canada. 
The relative growth of business of all classe 
has been enormous and has not been surpassed 


in any other country. While it cannot be 


claimed that this growth has been attributabl 
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wholly, or even in part, to supervision, it 
can at least be said that supervision has not 
interfered with healthy development. So far 
as the effect upon stability is concerned, 
there is probably more ground for a positive 
claim, more particularly when one remembers 
that the period under review included the two 
worst wars in history, pandemics, conflagrations, 
inflation, depression, and crises of almost 


every conceivable kind. 


In 1869, as indicated above, there were 
39 insurance companies of all kinds licensed 
by the Dominion. By the end of 1961, the 
total number was 406 (excluding 48 U.S. and 
Canadian fraternal benefit societies) with 
native origin as follows: 


Australia 
Canada 
Denmark 
France 
Germany 

Hong Kong 
India 

Ireland 

Italy 

Japan 
Netherlands 
New Zealand 
Norway ; 
Sweden 
Switzerland 
United Kingdom 
United States 
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During this period, however, approximately 
350 other companies entered the field and 


withdrew or disappeared for a variety of reasons. 
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Inevitably, the question arises as to the fate 
of their policyholders. The adequacy of the 
legislation dating from 1875 to protect the 
Canadian public is indicated by the fact that 
British and foreign fire and casualty insuranc 
companies operating in Canada have in no case 
defaulted on their obligations to the Canadian 
public. Where those companies retired because 
of liquidation proceedings at home, Canadian 
deposits were used in every case to pay in 
full the Canadian claims for losses and 
unearned premiums; and in other cases their 
deposits were used to reinsure the Canadian 
business with solvent insurers. A few 
Canadian fire and casualty insurance companies 
more particularly in the earlier years, were 
required to go into liquidation by reason 
mainly of conflagrations and in those few 
cases partial losses were suffered by their 
policyholders. In the life insurance field, 
with the three small exceptions already 
mentioned, involving one British and two 
United States companies where the deposit 
principle was not fully operative, complete 
protection has been provided for Canadian 


policyholders. 


Although the early duties of the 
Department related solely to the supervision 
of insurance companies, and this is still the 


main field, present functions embrace many 
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other fields as well. United States and 
Dominion fraternal benefit societies registere 
at the end of 1961 numbered 48 and their variety 
is almost as great as their number. In 1920, 
the Department was charged with the responsibil- 
ity for administering the Loan Companies Act 
and the Trust Companies Act and thus supervising 
all Dominion loan and trust companies, of whic 
there were 5 loan companies and 10 trust 
companies at the end of 1961; (it was incorrectly 
stated on page 3271 of the evidence of the Trust 
Companies Association of Canada that there are 
only 4 Dominion, or federally-incorporated 
trust companies); and at the request of the 
Province of Nova Scotia in 1923, New Brunswick 
in 1934, and Manitoba in 1938, the loan and 
trust companies incorporated by these province 
have likewise been supervised by the Departmen 
since the years mentioned, but several of 
them have merged with other companies and only 
7 remain actively in business. The next major 
expansion came in 1939 with the enactment of 
the Small Loans Act. This added a field 
which comprised 81 money-lenders at the end 
of 1961, including both Dominion and 
provincially-incorporated companies making 
loans of $1,500 or less on personal security. 

Another more recent addition to the 
Department's duties came with the passing of 


the Co-operative Credit Associations Act by 
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1 Parliament in 1953. There are in Canada about 
2 4,000 local credit unions (including caisses 
3 populaires), all of which were incorporated 
+ under provincial legislation and operate under 
5 provincial supervision. In addition, most 
6 provinces have incorporated a "central" credit 
7 union, the members of which are local credit 
8 unions in the province, and the primary 
9 function of which is to accept deposits from, 
10 and to make loans to, its corporate members. 
11 In 1953, most of these provincial "centrals", 
12 along with some other co-operatives doing an 
13 interprovincial business, petitioned Parliamen 
14 for the incorporation of a Dominion "central" 
15 to service them in much the same way as the 
16 provincial "centrals" service the local credit 
17 unions. The resulting legislation makes not 
18 only the Dominion "central", but also such 
19 provincial "centrals" as become members of it 
20 (at present there are 4 of the latter), subjec 
21 to supervision by the Department. 
22 
Last to be mentioned, but by no means 
” least, is the multiplicity of actuarial and 
= related work done for the Government and for 
7 other departments of the Government. This 
‘a3 work, embracing mainly pension and insurance 
= schemes of great variety and application, 
ay is akin to the work performed by the Governme 
29 


Actuary's Department in the United Kingdom an 
30 
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some other countries. Some idea of its 
relative extent may be gained from the fact 
that approximately one-half of the cost of the 
Actuarial Branch, comprising about 45 persons, 


is attributable to this function. 


All of the Department's work is 
carried out by permanent employees, many of 
whom have had preliminary training before 
entering the Department and intensive 
training in the Department in actuarial science 
and accounting. The employment of batinide 
actuaries or examiners has never been found 
necessary. Amongst the present total staff 
of approximately 100 persons are 9 actuaries 
with fellowship status, 9 with associateship 
status, and several actuarial students. The 
expenses of the Department, while defrayed 
initially from a Government vote in the usual 
way, are reimbursed by a proportionate annual 
assessment against the companies, societies 
and other bodies supervised (except such 
portion of the Department's expenses as are 
attributable to actuarial work performed for 
other departments). As respects insurance 
companies, the rate of assessment per $1,000 
of premium income in Canada has steadily 
declined from 65¢ in 1940 to 42¢ in 1961, 
or to about 1/25th of 1%. No licence, filing 


or examination fees are imposed and no profit 


results to the Government from the work of 
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supervision. The protection of the public, 
rather than the reaping of a profit, has 
remained the guiding principle of the 
Dominion's pavtietpatiens in these fields from 


the beginning up to date. 


Jurisdiction over Tasacatice 
The subject of insurance is not 

mentioned in Part VI of the British North 
America Act setting forth the distribution of 
legislative powers between Parliament and the 
provincial legislatures. However, it is not 
correct to say (as has sometimes been said) 
that this omission is explained by the 
relative unimportance of insurance at the time 
of Confederation or that such subject was not 
thought of at all. An examination of the 
minutes of the Quebec Conference in 1864 will 
show that the Hon. Mr. Mowat moved on 
October 25, 1864, that, among other things, 
it should be competent for the general legis- 
lature to pass laws respecting the following 
matters: 

1. The Indians. 

2. Ferries between any province and 


foreign country or between any two 
provinces. 


3. For the regulation and incorporation 
of fire and life insurance companies. 


4. Respecting Savings Banks. 


This motion was resolved in the affirm- 


ative but a long discussion subsequently ensue 
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about the specific matters that should be 
allotted to the provinces, including the power 
to incorporate companies with local objects. 
The subject of insurance was not Singled out 
in this discussion but it would appear that 
the existence of many county or parish mutual 
fire insurance companies formed under the 
legislation of Lower Canada in 1834 and of 
Upper Canada in 1836, and operating locally, 
may have influenced or induced the deletion 
of item 3 at a later stage of the Conference. 
However, there seems to be nothing in Pope's 
Confederation Documents to lend any support 
whatever to the view that it was ever intended 
to allot the incorporation, regulation and 
supervision of insurance companies in general 
to the provinces. On the contrary, it is 
abundantly clear that the intention was to 
allot to the general legislature all matters 
not specifically allotted to the provinces 
and, as respects insurance, all that seems 

to have been intended to be allotted to the 
provinces was the power to incorporate 


companies with purely provincial objects. 


The actual distribution of powers 


Distribution 


of Powers 
understood 
and 
accepted. 


between the Dominion and the provinces at the 
time of Confederation appears to have been 
well understood and agreed upon. Legislation 


enacted before Confederation dealing with 


purely provincial companies was allowed to 


Se Aa 


ed biyorle tadd evettsem ofthoeqe end drods 
wog oft antbulont ,esontvorq odd of bettolls 
.esostdo Isool ditw eeinsqmos stsivegroomt ot 
go bofante tom asw sonsiwent Yo ¢estdue oAT 
jadt sseqqs biyow tt stud cotesvoetb ett oat 
sutum deatisq to ytaveo yoasm to sonstaixe edt 
eit «ebay bemrol esinsqmoos somsivent ext? 


to bas KEBr nk sbensS sewol to nmolttsletager 


eVilsool gattsieqo bas .d&BL at shsasd sasqqu re 1@ | 
molvefsbh sit beovbnt,to bsonenftat sved ysm lor 
somertsinod eid to sasie rzsts£ s ts & mett to in 
e'eqod mt gridton od ot emsoe oterdd .tevewoH 1<t 
trogque yas boel ot edinemyood notdsrebs tnio0d Vet 
brsini reve esw tit tadd wetv ont ot revedtsnw i 

bas noldslunex .notststogiosnmt odd iain. ot yer 
SFSiSss i ssinsgqmoo somsivant to noLetvasque at ) 


af Ji .yisidnoos eft nO .asontvorq srt o¢ 

ot asw motiastmt ont sedt wsefo vitnsbrauds 
ntetten [le etutslatasl Leveson odd ot tolls (Ql 
asontverq st ot bettolis ylfsotttoege ton 
ameoa gedd Lfs ,oonsivant etsoeqaet es bas 
eds od beitolf{[s sd oF bebmetat mead saved of 
. sistoqioont ot aswoq ond asw aeonivortg 


retostdo LIstontvorg vison tq ddiw aotasamos 
} 
4 


artswog to notiudtatetb fsuctos ent LsutoA 

. noltudiatetd 

it ds asonivorg ond bas cotnatmod sat maowted arewol ‘to 

boosarsbnas — 
fmssc sve od aissqqs mokss tsbetnoD to Smid bas | 
.betqssos | 


stisleiseal .moqr bestgs bas bootserebnu [few 


 atiw arifsed nottersbstaod esitoted bstosas 


Some 
questions 
arose 
subse- 
quently. 


Nethercut &é Young 


A. 55 


Toronto, Ontario 


remain unrepealed by the Dominion; legislatio 
respecting alien companies was repealed and ne 
legislation respecting Dominion, British and 
foreign companies was enacted by the Dominion. 
The duty of supervising the incorporation and 
operations of insurance companies operating 
locally was logically left with the provinces. 
Likewise, the incorporation and supervision of 
Dominion coinpanies and British and foreign 
companies presumably looking to extension of 
their business throughout the new Dominion 
was logically placed in the hands of the 
federal authorities. Incidentally, it might 
here be mentioned that for nearly half a 
century after Confederation it seems to have 
been generally believed that a provincially- 
incorporated company could not legally extend 
its operations beyond the province of 
incorporation unless empowered to do so in 
some manner by federal authority. This point 
was clarified by the judgment of the Privy 


Council in the Bonanza Creek case in 1916. 


By reason of the fact that insurance 
was not specifically mentioned in the British 
North America Act, it is perhaps not surprisin 
that some questions subsequently arose concern 
ing jurisdiction over certain aspects of the 
business. It may not, however, be generally 
realized that in most cases that were taken 


to the Privy Council, the origin lay not with 
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the respective governments but with some 
particular kind of foreign insurer that wished 
to do business in Canada without complying 
with federal requirements, including deposit 
requirements, generally applicable to all 


companies. 


The first case was in 1881 (Citizens v. 

Parsons) where the Privy Council held that the 
enactment of statutory conditions in fire 
insurance policies by the Province of Ontario 
was within the power of the province by reason 
of its jurisdiction over property and civil 
rights. However, at that time, there were 
no such conditions in federal legislation and 
there is room for doubt what the decision 
would have been if federal legislation respect 
ing policy provisions had existed with regard 
to Dominion, British and foreign companies. 
In the later judgment of the Privy Council 
in the Liquor Licence case in 1896, the 
earlier decision of 1881 was referred to in 
the following words: 

"The scope and effect of No. 2 of 
section 91 were discussed by this Board 
at some length in Citizens Insurance 
Company v. Parsons where it was decided 
that, in the absence of legislation upon 
the subject by the Canadian Parliament, 


the Legislature of Ontario had authority 
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to impose conditions as being matters of 

civil right, upon the business of fire 

insurance which was admitted to be a trade, 
so long as those conditions only affected 
provincial trade." 

No. 2 of section 91 of the British North 
America Act, referred to above, gives Parliament 
the exclusive authority to legislate respecting 
the regulation of trade and commerce and it is 
to be noted that in the above decision, it was 


admitted that insurance falls under this heading. 


Subsequently, several cases involving the 
licensing of foreign insurers in Canada were 
referred to the courts and in the three cases 
dealt with by the Privy Council in 1916, 1924 
and 1931, it was consistently held that Parliamen 
is competent to legislate with respect thereto, 
not only through its jurisdiction over trade 
and commerce but also over aliens. The followin 
quotation from the decision in 1916 was reaffirme 
in both the 1924 and 1931 cases: 

"The second question is, in substance, 
whether the Dominion Parliament has 
jurisdiction to require a foreign company 
to take out a licence from the Dominion 
Minister, even in a case where the 
company desires to carry on its business 
only within the limits of a single province. 
To this question their Lordships! reply 


is that in such a case it would be within 
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the power of the Parliament of Canada, by 
properly framed legislation, to impose such 
a restriction. It appears to them that suc 
a power is given by the heads in s. 91, 
which refer to the regulation of trade and 
commerce and to aliens. This question 


also is therefore answered in the affirmative." 


The foregoing comments relate to the 
authority of Parliament to legislate respecting 
alien insurers transacting business in Canada. 
There has never been any particular doubt about 
the authority of Parliament to incorporate and 
regulate insurance companies of its own creation. 
The status of such companies as compared with the 
status of provincially-incorporated insurance 
companies was also dealt with in the 1916 
decision in the following terms: 

"Where a company is incorporated to carry 
on the business of insurance throughout 
Canada, and desires to possesgrights and 
powers to that effect operative apart from 
further authority, the Dominion Government 
can incorporate it with such rights and 
powers, to the full extent explained by 
the decision in the case of John Deere 
Plow Co. v. Wharton (1915, A-C., 330). 

But if such a company seeks only provincial 

rights and powers, and is content to trust 


for the extension of these in other provincés 
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to the Governments of those provinces, it 
can at least derive capacity to accept such 
rights and powers in other provinces from 
its province op incorporation, as has been 


explained in the case of the Bonanza Company." 


os 


Note: It is of interest and probably of 
Significance that the decision of the 

Privy pbcnnae 4 the case of the Bonanza 
Creek Gold Mining Company was rendered 
immediately before, but at the same sitting 
as the decision in the Insurance Case, 


February 24, 1916. 


Advantage Since the question is sometimes asked 

in Dominion 

incorpora- whether there is any advantage in Dominion 
tion. 


incorporation as compared with provincial 
(such question is referred to in the evidence in 
connection with the brief of the Trust Companies 
Association of Canada), the view of the Privy 
Council as quoted above provide at least a 
partial answer. The following excerpt from the 
further judgment of the Privy Council in the 
Great West Saddlery Co. case in 1921 also seems <a 
pertinent: 

"For the power of a province to legislat 

for the incorporation of companies is 

limited to companies with provincial objects, 

and there is no express power conferred to 


incorporate companies with powers to carry 


on business throughout the Dominion and in 
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every province. But such a power is 
covered by the general enabling words of 
Section 91, which, because of the gap, 
confer it exclusively on the Dominion. It 
must now be taken as established that 
Section 91 enables the Parliament of Canada 
to incorporate companies with such status 
and powers as to restrict the provinces 
from interfering with the general right of 
such companies to carry on their business, 
where they choose, and that the effect of 
the concluding words of Section 91 is to 
make the exercise of this capacity of the 
Dominion Parliament prevail in case of 
conflict over the exercise by the provincia 
legislatures of their capacities under the 


enumerated heads of Section 92." 


Thus it is clear that a Dominion company 
possesses capacity to transact business through- 
out Canada that is lacking, except in a condition- 
al way in the case of a provincial company. 
Experience also seems to demonstrate that 
Dominion incorporation is a distinct advantage, 
at least in the field of insurance, where a 
company seeks to extend its operations outside 


Canada. 


Notwithstanding the authority of Parliamen 
to legislate respecting Dominion, British and 


foreign insurance companies under the headings 
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of the regulation of trade and commerce, aliens 

and immigration, bankruptcy and insolvency, together 
with its possession of all residual powers not 
specified in section 92 of the constitution, 
including the power to incorporate companies, 

it is at the same time clear that the provinces 

are competent to legislate with respect to many 
features of the business through their jurisdiction 
over property and civil rights. Although this 
might suggest the possibility of duplication or 
conflict, the fact is that the existing legislation 
of the Dominion and of the provinces is largely 
complementary with little or no overlapping and 

has not given rise to any serious problem in 


recent years. 


Present The situation that has evolved in Canada 

situation. 
appears to be very satisfactory to all concerned, 
The Federal Government is responsible for the 
registration and supervision of all Dominion, 
British and foreign insurance companies and 
fraternal benefit societies operating in Canada, 
especially from the point of view of solvency, 
while the provincial governments are responsible 
for provincially-incorporated companies and 
societies along with legislation respecting 
policy provisions, licensing of agents and 
brokers, and other matters of a more local nature. 


At the present time, federally registered companiles 


do about 95% of the life business in Canada and 
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nearly 90% of the fire and casualty business, 
There is complete co-operation between the federa 
and provincial insurance departments and this has 
resulted in uniform annual statements and other 
uniform practices greatly to the benefit of the 


companies and the insuring public. 


Even though the existing situation is 
presently satisfactory from the practical stand- 
point, it would nevertheless be desirable if the 
situation were confirmed in the British North 
America Act. Under existing conditions, it is 
always possible that uncertainties may arise 
concerning the respective authority of Parliament 
and the provincial legislatures which should be 
avoided in the interests of all concerned. Much 
time and money have already been spent over the 
years in attempts to determine or clarify the 
respective powers of the federal and provincial 
governments in this field and it would be 
unfortunate if this should ever happen again in 
any substantial way. Nothing that has been said 
above is intended to minimize or gloss over the 
fact that the Privy Council decisions respecting 
the business of insurance in Canada have sometime 
lent much support to the provincial side but at 
the same time it must be admitted all around that 
such decisions have sometimes also been difficult 
to understand and have tended to confuse rather 


than clarify the situation. 
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The following quotations from "Canadian 
Constitutional Decisions of The Judicial Committee 
of the Privy Council, 1930 to 1939" by Cc. P. 
Plaxton, K.C., written while Acting Deputy 
Minister of the Department of Justice,maybe 
summarize the composite effect of the several 
decisions respecting insurance as succinctly 
as possible: 

"The real and only point of Lord 
Dunedin's judgment is that it forcibly 
reaffirms and makes clear the constitutiona 
principle upon which the earlier decisions 
of the Board really proceeded, namely, 
that all persons, whether Canadians, 
Britishers or foreigners, are subject in 
the conduct of the business of insurance 
(whether in respect of contracts or other 
incidents of that business) to provincial 
laws of general operation on the subject 
of property and civil rights and that the 
Dominion Parliament has no jurisdiction to 
trench upon that field. It is apprehended 
that, compatibly with Provincial control 
over the exercise of the business of 
insurance in relation to property and civil 
rights, the Dominion Parliament has distinc 
legislative authority to determine the 
conditions upon which Dominion, foreign 
or British companies shall be permitted 


to transact the business of insurance in 


Canada or in any province thereof. 
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"The distinction which seems to be 
recognized and emphasized by all the 
decisions, including Lord Dunedin's 
judgment, appears to be this: That there 
is a constitutional disjunction between 
creating or controlling or limiting the 
subjective status and powers and the field 
of operations of a Dominion, British or 
foreign company incorporated for the 
purpose of carrying on the business of 
insurance, on the one hand, and the 
regulation of the objective exercise of 
its powers, in respect of property and 
civil rights in a Province, on the other 
hand. The former class of regulation is 
within the exclusive competence of the 
Dominion Parliament; the latter is within 
the exclusive competence of the Provincial 


legislatures." 


As an illustration of the undesirability 
of further conflict or confusion in the absence 
of a clarifying amendment to the constitution, 
perhaps the situation in the U.S.A. might be 
referred to briefly. 

Just as in the case of Canada, the subject 
of insurance was not mentioned in the constitutio 
of the United States. In the United States, 
inter-state commerce is subject to federal law 


but the Supreme Court of the United States held 


in about a dozen cases, beginning with Paul v. 
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Virginia in 1869, that insurance is not commerce. 
The incorporation of companies also falls generally 
within the legislative authority of the states 
and, unlike Canada, all residual powers rest 
with the states. In these circumstances, 
supervision of insurance companies rather naturally 
grew up under the authority of the states with 
the result that companies there operate in a very 
complex web involving about fifty different sets 


of state laws, insurance departments, etc., 


the requirements of which, although very detailed 


vary greatly. 


There is no doubt that the situation in 
the U.S.A. has had an effect upon the situation 
in Canada notwithstanding the essential differences 
between the constitutions of Canada and of the 
U.S.A., including the essentially different 
allocation of powers to the federal government 
in each case. On several occasions, the United 
States case of Paul v. Virginia and sometimes a 
few other United States cases were cited as 
precedents by Canadian courts and even by the 
Privy Council. However, the Supreme Court of 
the United States reversed its position in 1944 
in the Southeastern Underwriters case and held 
that insurance when conducted across state lines 
falls under the Commerce Clause and is therefore 
subject to the regulatory power of Congress. 


Even the dissenting judges in the latter case 


admitted that the business of insurance is 
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1 commerce, in effect that earlier judgments were 
2 wrong, but they dissented simply because reversal 
3 would create turmoil in the light of the 
4 elaborate system of state laws and state super- 
5 vision that had evolved over a long period. As 
6 a consequence of this important decision, the 
7 federal government in the U.S.A. has already 
8 taken several steps relating to regulation of 
9 the business and great uncertainty and confusion 
10 prevail as to the future. This kind of situation 
11 is not in the best interests of the companies or 
12 the insuring public and any risk of similar 
13 confusion arising in Canada should be avoided 
14 by clarification of the constitution so as to 
15 confirm the existing situation in Canada. 
16 
Needless to say, what has been said above 
™ concerning the constitutional aspects of 
jurisdiction over insurance is not put forward 
¥: in any sense to revive controversy but simply 
- in an endeavour to outline what is believed to 
be the true situation. There are probably only 
4 a very few persons on the scene today who had 
any close contact with past disputes in the 
* checkered history of this subject and the 
. inaccurate statements that are sometimes heard 
al indicate a rather glaring lack of familiarity 
2 with its complicated background. 
28 


29 | Provincial If a constitutional amendment be made to 


Companies. 
confirm the status quo, the position of 
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provincially-incorporated insurance companies 
should receive special attention. In most 
previous recommendations to this end, it has 
been generally agreed that the supervision of 
provincial companies and societies operating 
solely in their respective provinces of 
incorporation should be left to those particular 
provinces. This is logical and appropriate 
having regard for the local nature of a great 
many small companies and societies. Previous 
recommendations have usually been framed to 
provide also that provincial companies transact=- 
ing business in more than one province should 
be subject to federal jurisdiction. This, too, 
is logical and appropriate but in such cases the 
recommendation should carry with it the necessit 
of re-incorporation as a Dominion company or 
society, as the case may be, and should further 
apply where a provincial company. or society 
seeks to extend its operations outside Canada 
even though operating in only one province. 
There is not presently a large volume of busines 
done by provincial companies outside their 
province of incorporation (about 1% of the total), 
as the following data show, but the situation 
would likely change and many new problems would 
likely be created if registration of provincial 
companies by the Federal Government were to 


become a regular practice: 
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Distribution of Business in Canada among 
Federally-Registered and Provincially- 


* Licensed Organizations 


1961 
*Net 
Class of Amount of Premiums 
Company or Life Insurance % Written 
Society in Force of during 


December 31 Total ear 
$ a $ 


Companies 48 ,284 ,483 ,000 93.1 823,156,846 
Societies 739 ,493 ,000 1.4 = 


Totals 49,023,976,000 (94.5) 823,156,846 (86).5) 


Provincially licensed onl 


Within province of 


incorporation 
Companies 2,230,465 ,000 A.3”” «6 815706. 886 
Societies 165 ,259 ,000 ys) ~ 


Outside province of 
incorporation 


Companies 342,627,000 {GPP "105 0625107 
Societies 135,610,000 3 - 
Lloyds . plone 37,337,100 
Totais 2,873,961,000 (5.5) 129,125,687 (13.5) 


Grand Totais 51,897 ,937,000 100.0 952,282,533 10 


*Fire and casualty 
insurance 


If a provincial company desires to operate 
beyond its province of incorporation and thus act 
virtually as a Dominion company and at the same 
time seeks federal registration, it seems reasonable 
and right that it should be reincorporated as a 


Dominion company so that it will have the same 
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1 powers as Dominion companies generally. This has, 
2 in fact, been the practice for more than thirty- 

3 five years and is much the best course for all 

4 concerned. Otherwise, registration of a provincia 
5 company as such leaves the company in the position 
6 where it can only derive its powers from the 

7 province of incorporation but is subject to the 

8 restrictions in both federal and provincial 

9 legislation. Also, there may be doubt whether 

10 some provincial companies have the capacity to 

11 accept powers from another province or especially 
12 from a foreign country or whether the necessary 

13 powers can be conferred upon provincial companies 
14 by some provinces or foreign countries. At the 

15 same time, by reason of the Bonanza Creek decision 
16 and subsequent provincial legislation, some 


provincial companies in the absence of specific 
restrictions may have all the powers of a natural 
person, which might not be in the best interests 
of policyholders. From the point of view of 
supervision, it also seems better as a matter 

of principle that the government or legislature 
creating a company should be primarily responsible 
for it; incorporation of a company by one govern=- 
ment in the knowledge that some other government 
will be responsible for its operations does not 
seem to be consistent with "responsible government|". 
Furthermore, if provincial companies could look 
forward to registration as such by the Federal 


Government, it would probably soon become the 
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custom to seek incorporation in whatever 
province might have the most liberal laws and 
some of them have been very liberal indeed. 

in general, provincial incorporation has always 
been obtainable more.quickly and more easily 
than Dominion. incorporation; among other things, 
the latter requires. a special Act of Parliament 
in every case whereas the former is available 


through letters patent in many provinces. 


As respects che operations of provincial 
insurance companies outside Canada, such 
operations have up to date been relatively 
insignificant but it is a matter of regret that 
the failure of some provincial companies has 
done considerable damage to the cherished 
reputation that Canadian reset pat yain penne 
have built up the world over. Prior to 1940, 

a aiandeaiaiieeiaatia te ae life insurance 
company transacting business in the British 
West Indies as well as in Canada got into 
difficulties and loss to policyholders was 
avoided only by the willingness of a number 
of other Canadian companies jointly to take 
over the assets and liabilities in order to 
preserve the reputation of the business. 
About the same time, another life insurance 
company incorporated in the same province 
but doing business in some other provinces also 


got into difficulties and had to be taken over 


by other companies in the same manner. 
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This experience, while it did not result in 
any loss to policholders of the provincial 
companies, nevertheless led the province of 
incorporation to amend its Insurance Act soon 
after so as to require Federal registration of 
every life insurer in that province, regardless 
of the manner of incorporation. In the field 
of fire and casualty insurance, the failure two 
years ago of a provincial company that had been 
transacting business in the U.S.A. precipitated 
a very large volume of complaints from United 
States policyholders, agents, government 
officials and other persons who naturally looked 
upon all Canadian insurance companies alike, 
regardless of Dominion or provincial status. 
This case, which involved substantial losses 
to both Canadian and United States policyholders 
has created a blot on the record of Canadian 
companies operating outside Canada that may 
take a long time to erase. Several other 
provincial insurers have failed in recent years 
resulting in losses to policyholders but at 


least they were not operating outside Canada. 


Some Practical Aspects of Supervision 


The legal situation respecting jurisdictio 
and supervision is one thing but the practical 
means for carrying out supervision effectively 
and economically is another thing. A well- 


qualified staff is essential and experience has 
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1 demonstrated that it is impossible to recruit 
2 and retain competent staff unless the work is 
3 interesting and varied, is considered to be of 
4 importance, and remuneration is adequate. In 
5 this connection, it must be remembered that the 
6 maintenance of staff, especially actuarial 
7 staff, is always in competition with companies 
8 in a market of continuous scarcity. The fact 
9 that the Department has been singularly 
10 successful in building up an excellent staff 
11 of qualified actuaries when practically all 
12 other insurance departments on this continent 
13 have been unable to do so, is largely 
# attributable to the variety of actuarial work 
15 available in the Department and to an instilled 


desire to make the work of the Department 


meaningful and worth while. 


Not only do volume and variety of work 
help to attract and retain competent staff, 
but they also enable supervision to be 
carried out better and more economically. 
The existence of a competent staff of examiners, 
who regularly visit the head offices or chief 
places of business of all registered insurance 
companies and fraternal benefit societies from 
coast to coast in Canada, naturally permits othe 
kinds of companies such as loan and trust 
companies, small loans companies and money- 


lenders,central co-operative credit societies, 
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etc., that are likewise spread across the countr 3 
to be examined at the same time as insurance 
companies are examined. Clearly, this is 
conducive to economy while the increased variety 
of work tends to make examiners that much more 


knowledgeable, 


It is safe to say that the existence of a 
competent staff of insurance examiners had much 
to do with the extension of the Department's 
fields of activity so as to embrace Dominion 
loan and trust companies in 1920; and this 
extension in turn explains in substantial 
measure the subsequent extension of activities 
to the other kinds of financial organizations 
now supervised. As a purely practical matter, 
the conclusion seems inescapable that in no 
other way could the present work be done more 
economically. Moreover, even if it were 
otherwise desirable to segregate these fields 
for supervision in some other manner, it is 
very doubtful if competent staff could be 
recruited and retained for that purpose alone. 

INVESTMENTS AND DEPOSITS OF 
INSURANCE COMPANIES 

Although Federal insurance legislation, 
either in special Acts or in the general Acts, 
has from the beginning limited the investment 
powers of Canadian insurance companies and the 


various classes of assets that non-Canadian 


companies may vest in trust for their Canadian 
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policyholders, there has been a constant endeavotr 
over the years to make amendments from time to 
time to keep the investment provisions of the Acts 
up to date. In general, however, classes have 

not been extended or new classes added until 
investments are seasoned by experience or are 
otherwise obviously sound. As time went on, 

new kinds of investments that were considered 

to be sound came to be encountered more 
frequently but often ghey differed in some 
technical respect from the prescribed classes, 
thus rendering them ineligible. Companies 
transacting business out of Canada were 
particularly prone to encounter this kind of 
difficulty. As a result, frequent amendments 

to the Acts became necessary. Also, new kinds 

of investments were appearing that were very 
difficult to describe and deal with briefly 


in legislation. 


A solution was found in the enactment 
of the so-called "basket" clause in 1948 
whereby companies were empowered to make loans 
or investments not complying with the 
prescribed classes, up to 3% of a company's 
ledger assets, virtually within the company's 
own discretion, subject only to the retention 
of a few basic limitations respecting mortgage 
loans, the maximum proportion of shares held, 
ponds in default, etc. The experience with 


this clause proved to be quite satisfactory and 
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the maximum limit was raised in 1961 to 5% 
of a company's total assets. At the end of 
1961, Canadian life insurance companies as a 
whole had $96,298,000 invested under this 
clause, subdivided as follows: 


% of Total Assets 


Bonds... $33,518,000 436 of 1% 
Stocks 20,041,000 .22 of 1% 

Real estate 42,739,000 AT of 1% 
Total $96 ,298 ,000 1.05% 


Actually, the aggregate investments made under 
this clause have been substantially in excess 
of the above total; many investments have 
become eligible within the regular classes 
subsequent to purchase and have been transferred 
thereto; some othershave, of course, been 
sold. Since the free surplus of Canadian life 
insurance companies amounts on the average to 
a little more than 6% of their total assets, 
the 5% limit on loans and investments that may 
be made under this clause covers most of a 


company's surplus. 


In view of the existence of this clause 
since 1948, and the fact that the latitude 
thereunder is far from being exceeded, it is 
rather surprising to hear criticism voiced 
occasionally by certain segments of the public 
that the investment provisions of the Insurance 


Acts are too stringent; that, in particular, 
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1 the 7-year dividend record for common stocks 
2 prevents insurance companies from purchasing 
3 many shares alleged to be desirable investments; 
4 that the companies are prevented from investing 
5 in new enterprise, etc. The fact is that the 
6 Acts do not seriously hamper companies in any 
7 of these respects. The companies in the main 
8 are free to purchase any bonds that are not in 
9 default or any shares of stock regardless of 
10 their dividend record, up to a total of 5% of 
11 their assets; at present the total amounts to 
12 little more than 1%, so criticism of the kind 
13 referred to can only be set down as uninformed. 
14 

Invest- Sometimes, public criticism is also heard 
15. ment 


Trends. to the effect that companies have not been 
sufficiently responsive to the national interest 
especially in reference to investments in common 
stocks and the retention of control of Canadian 
industry in Canadian hands. The following table 
indicates in very brief form the trends in the 
investments of Canadian life insurance companies 
during the past thirty years: 

Note: The percentages for common stocks held 
from 1930 to 1940 were affected greatl 
by the very large. proportion of one 
company's assets in common stocks 
during that period. For example, in 
1930 the proportion for that particul 
company was 50.5% while for all other 


companies it was only 1.6% 
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as at December 31 
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As will be seen, the proportion in govern- 
ment bonds rose sharply during the last war to a 
high point of 57% at the end of 1945; this was 
completely in harmony with the national interest. 
After the war, the companies naturally tended to 
shift their funds more toward municipal bonds 
first, yielding a higher return, then toward 
corporation bonds and then toward real estate 
mortgages. The proportion in government bonds 
has declined to 16.0% but the proportion in 
mortgages has increased from 7.7% at the end of 
1945 to 37.0% at the end of 1961 and this was 
clearly in harmony with public demand for more 
mortgage money. 
Common It is true that the porportion in common 
Stocks. 
stocks has remained relatively low at about 4% 
for many years and various comments have been 
heard in regard thereto from time to time. Some 
comments imply that the companies have not done 
their duty by not investing more heavily in 
stocks, even to the point of acquiring enough to 
keep control of various industries in Canada. 
But funds that have been lent on real estate 
mortgages or otherwise invested cannot be used to 
purchase stocks as well. If the companies had 
purchased more stocks, there would have been 
that much less available for mortgages and other 
forms of investment. Moreover, it has generally 


been regarded as against the public interest for 
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large financial institutions to control other 
industries in the country and it is difficult 
not to think that there would have been very 
serious public criticism if Canadian life 
insurance companies had embarked upon that course. 
The main purpose of the T.N.E.C. investigation 
in the U.S.A. some years ago was to avoid anything 
of this nature. Another fundamental aspect is 
whether stocks of the right quality and investment 
yield are available in Canada in sufficient quantity 
to make any large scale investment therein possibi 
even if it were otherwise desirable. The yields 
available on Canadian stocks at prices prevail- 
ing in recent years have been very low and it 
would seem that U.S. stocks have had greater 
attraction since the present proportion of 4.0% 
comprises 1.3% Canadian stocks, 2.0% U.S. and 
.7% other (mainly U.K.) stocks. Further, many 
life insurance companies do not feel that common 
stocks are a suitable investment medium for life 
insurance funds and one of the very largest U.S. 
life companies is strongly against the investment 
of any life funds in that way. Certainly, if 
a life company does invest heavily in common 
stocks, it exposes itself to the Wide fluctuations 
of the market and if it should suffer embarrassme 
as a consequence, the criticism of policyholders 
would inevitably be loud, sharp and prolonged. 
It is impossible to satisfy all critics and the 


first duty of life companies is to their policy- 
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holders. Incidentally, it might properly be 
Suggested that those life companies that are in 
the process of mixtuali zation have made a very 
substantial investment toward retaining Canadian 


control of some very important companies. 


So far as the Department is concerned, the 
investment provisions of the Insurance Acts seem 
to be generally satisfactory, being sufficiently 
broad not to impede the flow of capital funds 
for almost all legitimate purposes and at the 
Same time to afford ample scope for different 
investment policies, yet circumscribed by enough 
safeguards to keep investments generally within 


safe and proper bounds, 


There is one provision, however, that 


on Common 


Stocks. 


continually seems to attract attention and that 
is the 15% limit on common stocks; sometimes also, 
the requirement that stocks must be taken at thei 
market values for annual statement purposes, 
comes in for some criticism by the companies. 

As mentioned in the brief of the Canadian Life 
Insurance Officers Association, at the time of 
the last revision of the Acts in 1961-the 
companies recommended that the existing limit 

of 15% be raised to 25% of total assets and that 
stocks be valued at the average of the three most 
recent year-end market values, but the Department 
did not support either of these recommendations. 


In this connection, it is sometimes suggested or 
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implied that if it were not for the existing 15% 
limit and market value basis of valuation, 
companies might invest more of their funds in 


common stocks. 


Perhaps it would be interesting to mention 


the origin of the present 15% limit. 


Prior to 1932, there was no limit in the 
Insurance Act on the proportion of its assets 
that an insurance company might invest in 
common stocks. However, in his report for 1928 
the then Superintendent of Insurance recommended 
that there be considered a statutory limitation 
on the proportion of the assets of any company 
that might be so invested. The following is an 
extract from that report: 

"It has been the aim of life insurance 
legislation in this country, on the one 
hand, to protect, as far as possible, the 
policyholders and their beneficiaries from 
the financial shocks which have in the past 
periodically occurred through decline or 
disturbance of industry, and on the other 
hand, to permit the remunerative investment 
of funds in order to ensure a low cost of 
insurance consistent with safety, and there 
must, of course, be a balance between these 
two objectives, a middle course which will 
help to avoid the disadvantages of either 


extreme. An undue restriction in investment 
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would undoubtedly increase the cost of 
insurance, and the investment of a large 
proportion of the funds of any company in 
securities subject to the fluctuation in 
industrial activity might at some stage 
cause embarrassment to the company if not 
loss to the insuring public. The privilege 


of investment in common stocks may be used 


to stabilize interest rates in other 
securities and may yield a fortuitous profit; 
the exercise of that privilege to an undue 
extent may involve a hazard not contemplated 


in the framing of the investment legislation. 


The concern of the Superintendent at that 
time arose from the fact that one life insurance 
company then had about 50% of its assets in 
common stocks, although for all the rest of the 
companies as a whole the proportion was less than 
2%. At that time, the Superintendent did not 


suggest what the limitation might be. 


In his report for 1930, the Superintendent 
recommended an amendment that would limit the 
investments of any company in common stocks to 
25% of the book value of the total ledger assets 
of the company. No action ne taken oe this 
recommendation but when the Insurance Act was 
re-enacted in 1932 the Bill, as introduced, 


contained a proposed limit of 25%. However, 


during the progress of the Bill through Parliament, 
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an amendment was made on the intiative of 
representatives of the life insurance companies 
by which the limit was reduced to 15%. The Bill 
was enacted in this form and the limit has 
remained unchanged since that time. Incidentally, 
it might here be mentioned that there has never 
been any limitation on the volume of preferred 
Shares. When this whole matter was considered 
in 1932, the stock market crash of 1929 was fresh 
in mind and the company referred to above that 
had such a large proportion of its assets in 
common stocks was seriously embarrassed. No 
doubt the views of all concerned were coloured 


by these facts. 


The present limit is expressed in terms of 
the book value of common stocks and the book 
value of the total assets of the company. The 
book value of stocks is usually the purchase 
price. Thus if there has been a substantial 
rise in the market value of common stocks held 
by an insurance company, the ratio of the market 
value of common stocks to the market value of 
all of the assets may be substantially higher 
than the ratio on the basis of book values. 

At the end of 1961, taking all Canadian life 
insurance companies together, the ratio of the 
book value of common stocks to the book value 
of total assets was 4.0%; and for individual 


companies, the ratio ranged from 0.0% to 8.34. 
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On the basis of market values, the ratio for all 
companies combined was 7.5% and the range for 


individual companies was from 0.0% to 14.1%. 


Although it may appear inconsistent that the 
attitude of the companies and the Department 
concerning the limit on common stocks has been 
reversed since 1932, it can be seen from the 
above that, taken as a whole, the companies are 
not nearly up to the limit now permitted by the 
Act. In these circumstances, there appeared to 
the Department to be little case for raising the 
15% limit at the present time. It would seem to 
be time enough to give consideration to any 
possible change when the companies have more 
nearly approached the existing limit and to do 
so then in the light of experience with a much 
larger proportion than has obtained for many 
years. If any upward revision of the limit were 
made now, it could hardly be interpreted other- 
wise than as a direct indication of government 
policy that companies should place a much larger 
proportion of their funds in common stocks 
regardless of their suitability,availability, etc. 
This, it would seem, would be misleading, imprope 


and unwise. 


At the time of the amendments in 1961, 
the strongest representations for a higher limit 
were made on behalf of British life insurance 


companies; some of them had reached the 15% 
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limit which, in their case, is of necessity based 
upon the market value of their total deposits. 
However, the Department could see no justificatio 
for raising the limit in these cases, having 
regard for the fact that non-Canadian companies 
are not required to maintain any surplus deposits 
over liabilities in Canada and 15% of deposits 

in common stocks already exposes the total market 
value of deposits to substantial fluctuations. 
Moreover, it must be remembered that this rule 
applies only to the deposits of non-Canadian 
companies for the protection of their policy- 
holders in Canada; there is nothing to prevent 
such companies from investing as much as desired 
in common stocks or anything else if they wish 

to do so as head office investments. Further 
still, at a time when the question of rer re 
of Canadian control of Canadian industries has 
been much to the fore, it would be difficult 

to justify a change in rules that would have the 
effect of permitting, or encouraging, non- 
Canadian insurance companies to use more of the 
funds collected from Canadian policyholders or 
derived from other sources in Canada to purchase 


Canadian stocks for non-Canadian ownership. 


Valuation With respect to the suggestion that the 

of 

stocks. current market value basis of valuation inhibits 
companies from investing more in common stocks, 


the view of the Department is that the safety of 
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the policyholders demands that investments in 
common stocks be realistically valued and in our 
opinion the most realistic value is the market 
value. Any other practice results in placing an 
artificial value on these assets and the dangers 
inherent in such practice seem to far outweigh 
the alleged advantages of encouraging greater 
investment in common stocks. It seems axiomatic 
that investment policy as respects common stocks 
should be closely related to a company's surplus 
position; a company in a relatively weaker surplus 
position ought not to risk as large a proportion 
of its funds in common stocks as a company in a 
strong surplus position. It would be unfortunate 
if weaker companies through the use of some 
arbitrary values were to invest in stocks more 
heavily. than justified by their surplus position; 
on the other hand, companies in strong surplus 
positions, with strong investment reserves, are 
much less likely to be seriously embarrassed by 
earmarking those reserves to the extent required 
to cover any market value deficiency. It is at 
least doubtful whether companies would invest any 
more heavily in common stocks even if the valuatio 
method were changed; many companies obviously do 
not regard common stocks as suitable investments 
for any large proportion of their funds. Also, 
if a change in valuation method were to encourage 
some companies to purchase more stocks, it is by 


no means clear that Canadian stocks would be chosen. 
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1 The conclusion of the Department, therefore, is 


2 that the present valuation basis for stocks should 
3 be retained. 
4 

Valuation Prior to 1950, the Insurance Acts required 
Siiof Securi- 


ties all bonds and stocks owned by insurance companies 
6|| generally. : 
to be taken into account, for annual statement 


, purposes, at market values. However, for deposit 
? purposes, the assets vested in trust by British 
: and foreign companies for their Canadian policy- 
™ holders were "accepted" at reduced percentages of 
‘4 the market values, varying from 80% for stocks 
7 to 90% for mortgages and corporate bonds and 
¥ 100% for government bonds. In earlier years, it 
was the practice for all companies to reflect the 
% full market values in their assets but for some 
* years prior to 1950, with the encouragement of 
P the Department, it became the practice for 
- Canadian companies to carry their securities 
r into the balance sheet at the total of the book 
- values or the total of the market values, which- 
- ever was lower. In other words, any excess of 
- total market values over total book values was 
- disregarded for balance sheet purposes. Even 
4 where market values were less than book values, 
. it became the practice to set up an investment 
- reserve in the liabilities to cover the deficiency, 
oa rather than to make a deduction from the assets. 
- The tendency also grew to maintain investment 
” reserves from year to year and simply to indicate 
30 


or "earmark" the part required to cover any 
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market deficiency. This practice helped to avoid 
any abrupt changes in surplus because of market 
fluctuations. 

Apart from the general prescriptions respecting 
market values in the Acts, there has also been for 
nearly fifty years a provision (now section 71(5) 
of the Canadian and British Insurance Companies 
Act) that if in the opinion of the Minister the 
market values are unduly depressed, he may, on the 
report of the Superintendent, authorize the use 
of higher values but not exceeding the values 
used for annual statement purposes in the last 
preceding statement of the company or the book 
values in the case of assets acquired since the 
last preceding statement. This provision had 
its origin at the outbreak of the First Great 
War when the stock exchanges were suddenly closed 
and market values were not obtainable. Values 
prescribed in this manner became known in the 
industry as "authorized" values and were 
permitted mainly during and for a few years 
immediately following the First Great War and 
again (with attached conditions relating to the 
payment of dividends to shareholders and policy- 
holders and to the application of earned surplus 
to write down book values) during the depression 


years in the 1930's. 


From time to time prior to 1950, representatives 


of the life insurance companies had been pressing 


for the use of amortized values for bonds, the 
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same as permitted in the U.S.A. but the Department 
continually opposed this practice. The attitude 
of the Department has always been strongly in 
favour of market values (or book values, if lower) 
in the belief that this basis is more conservative 
yet more realistic and tends to keep management 
more actively in touch with investment conditions, 
all of which are in the best interests of policy- 
holders. In the opinion of the Department, 
adherence to the market value basis has done much 
to keep Canadian insurance companies strong yet 
without detriment to policyholders or shareholders 
as respects the distribution of surplus. Inevitably, 
too, the attitude of the Department in favour of 
market values has been influenced by the fact 

that whatever may be said for amortized values 

or any other arbitrary values in fair times, 

long experience has demonstrated that if a 
company ever gets into difficulties and has to 

be taken over by another company, the reinsurer 
will never have regard for anything but current 


market values. 


In the U.S.A., at the time of the Armstrong 
investigation in 1905, it was charged that some 
life insurance companies were retaining too much 
surplus, were withholding surplus that should be 
distributed to policyholders and shareholders. 
As a consequence, provisions were recommended to 


limit surplus. However, when conditions 
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subsequently deteriorated, amortized values were 
introduced to ease the embarrassment of companies 
with insufficient surplus. Thus one arbitrary 
step led to another. Thereafter, amortized values 
for bonds not in default became the standard basis 
not only for life companies in the U.S.A. but also 
for fire and casualty companies. Market values 
have been retained for stocks but United States 
companies generally carry into the balance sheet 
any excess of market values over book values of 
stocks, which is less conservative than the 
practice in Canada, particularly in the case of 
fire and casualty companies. In more recent 
years, it seems to have been felt in the U.S.A. 
that the general use of amortized values for 
bonds is not sufficiently realistic, with the 
result that companies are now required to build 
up "mandatory security valuation reserves" which, 
in effect, are investment reserves against 
amortized values. Thus the second step seems to 
have led to a third along the road of arbitrary 
rules. The more direct recognition of market 


values seems preferable in Canada. 


In 1950, pressure was renewed from the life 
insurance companies to be permitted to use 
amortized values at least for certain classes of 
bonds and the amendments to the Acts in that year 
authorized life insurance companies (but not fire 


and casualty companies) to carry Dominion and 
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provincial government bonds, United Kingdom 
government bonds and United States government 
bonds at values not exceeding amortized cost 
prices for annual statement purposes. This 
limited change was justified on the grounds of 
the long-term nature of life insurance contracts 
and the presumption that there is no risk of 
intrinsic depreciation in the bonds of the 


governments mentioned. 


Since at that time several classes of assets 
vested in trust by British and foreign companies 
were accepted at reduced percentages of the market 
value, as explained earlier,strong representations 
were made by such companies to the effect that the 
treatment accorded to them constituted discrimin- 
ation as compared with Canadian companies. They 
therefore pressed for the abolition of the so- 
called "discounts" on their deposits and, further, 
for the use of amortized values in the valuation 
of their deposits. The "discounts" were removed 
in 1950 but the Department has steadily opposed 
the use of anything but market values for deposit 
purposes. The whole purpose of the deposit syste 
is to ensure that sufficient assets are on hand 
to reinsure the Canadian business of a company, 
if necessary, and since non-Canadian companies 
are not required to maintain more than an equiv- 
alence of assets to cover their liabilities in 
Canada, and since it is well known that if those 


assets ever have to be used to effect reinsurance 
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they will be valued by the reinsurer at market 
value, it would clearly be unjustifiable to adopt 
any basis for deposits that results in higher 
values being placed upon them than could be 


realized on sale, 


Since 1950, representations have been made 
by some of the Canadian fire and casualty companie 
that they too should be permitted to use amortized 
values for Government bonds for annual statement 
purposes, the same as the life companies, but the 
Department has strongly opposed the use of anythi 
but market values by fire and casualty companies, 
believing that the nature of their business, 
including catastrophe hazards, is such that the 
market value basis alone is consistent with the 
possible need for realizing upon their assets 


quickly. 


During the interval since 1950, the life 
companies have recommended that the use of 
amortized values be extended, for annual statemen 
purposes, so as to include Canadian, United Kingdom 
and United States municipal bonds; and, more 
recently, that all other securities and shares be 
valued at the average of the three most recent 
year-end market values. Securities in default or 
judged to be "intrinsically depreciated", even 
though not in default, would, of course, be taken 
at current market values. However, the view of 


the Department has been that it would be 
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unjustifiable to carry some of the weaker municipa 
securities at amortized values and yet require 
some stronger corporation bonds to be taken at 
average market values; that, inevitably, the 
basis suggested by the companies would soon result 
in amortized values being used for all terminable 
securities. Also, the Department has felt that 
the companies! recommended basis would not be 
understood by the public, since the primary basis 
of the balance sheet would be book values but 
some securities would be taken at amortized values, 
some at three-year average market values and some 
at current market values. All things considered, 
the present basis seems preferable, being more 
conducive to alertness on the part of management, 


company strength and public understanding. 


Sometimes, objections to the present basis 
are raised on the grounds that companies ought 
not to be exposed to the vagaries of market value 
on a particular day; that undesirable fluctuation 
in surplus might induce unwarranted conclusions 
by the public; that the incidence of surplus 
distribution might be upset, and that although 
British insurance companies have traditionally 
had regard for market values, they nevertheless 
have more freedom to alter the actuarial 
valuation bases of liabilities, the implication 
being that in Canada companies are hamstrung by 


\ 
statutory prescriptions. 
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There are at least partial answers to all of 
these objections. Under the Acts, market values 
may be taken as at December 31 or, in the discretibn 
of the Superintendent, at any date not more than 
sixty days prior thereto. Consequently there is 
some latitude if special conditions should exist 
toward the end of any year. In practice, but not 
always, values are taken as at November 1 so that 
they may be available for use soon after the end 
of the year. If very special (depressed) conditions 
should exist, the Minister may authorize values 
not exceeding those of the previous year. Thus 
there are some protective facilities against the 
vagaries feared. At the same time, it must be 
emphasized that since the current practice is to 
earmark investment reserves to cover any 
deficiency under book values, it is not surplus 
that normally fluctuates but rather the part of 
the investment reserve that is indicated as 
required to cover any such deficiency. There- 
fore, no particular hardship results. Further, 
if the fact is that market values have declined 
substantially, it seems only right that such fact 
should be reflected in some manner in the balance 
sheet; otherwise, the public might erroneously 
conclude that the business of insurance is immune 
from the effect of any such fluctuations. As 
respects the incidence of surplus distribution, 
if a company's investment reserves are reasonably 


adequate, the surplus account does not suffer 
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from market fluctuations; if such reserves are 
inadequate and if market fluctuations then fall 
upon surplus to the point of embarrassment, there 
may be reason for reconsidering the current divid 
end formula. In comparison with British practice, 
the freedom that British companies have to alter 
their actuarial bases is largely attributable 
to the fact that they have not gone as far in 
guaranteeing policy loans and non-forfeiture 
values as companies in North America. The 
practice on this continent as respects loans and 
non-forfeiture values is such that companies are 
more restricted by the existence of these 
guaranteed values in their policies than by 


statutory valuation prescriptions. 


Briefly, in the opinion of the Department, 

the present basis of valuation of securities 

is satisfactory and should be retained. There 
appears to be no reason for thinking that such 
basis interferes in any way with the flow of 
funds or capital investment; on the contrary, 
extension of the use of amortized values or the 
use of other arbitrary values is believed to be 
much more likely to have dampening effects. Once 
a principle is accepted, paras limited the 
application of the principle may originally have 
been intended, it tends to grow. This is 
illustrated by the extension of the use of 


amortized values by banks and loan and trust 


companies. The Bank of Canada adopted amortized 
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values for Dominion and provincial government 
bonds in its balance sheet at the end of 1956. 
Authorization of the same practice for chartered 
banks soon followed by Order in Council in 1957 
and then for Quebec Savings banks by an amendment 
to their governing Act later that year. Inevitab 
this led to amendments to the Loan Companies Act 
and the Trust Companies Act in 1958 authorizing 
the same practice for Dominion loan and trust 
companies. The view of the Department is that 
where the liabilities are of short term, includin 
demand deposits, market values provide the most 
realistic basis of valuation for all securities, 
especially if there appears to be any prospect 
of having to realize upon the securities before 
maturity. 

Policy For some years up to 1928, the ratio of 

Loans. 
policy loans in Canada to policy reserves in 
Canada, for all federally registered life 
insurance companies combined, was quite uniform 
at about 15%. Thereafter, a marked increase in 
the volume of loans and in the ratio occurred 
until a maximum of 20.9% was reached in 1932. 
A gradually-reducing ratio then ensued until 
1938 when it reached 15.8%, being approximately 
the same as obtained for several years prior to 
1928 when the rise began. After 1938, the ratio 
steadily declined further to 5.8% in 1949 and 
has remained at approximately the same level 


ever since. For Canadian companies alone, 
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considering loans both in and out of Canada, the 
ratio in 1961 was 6.3% in reference to policy 
reserves or 4.9% in reference to total assets. 
The rate of interest charged on policy loans 
varies from time to time but a maximum rate is 
usually included in the policy provisions. In 
policies issued many years ago, a maximum interest 
rate of 7% was frequently specified but some 
policies also provided for an additional expense 
charge up to 4%. However, for the last 25 years 
or more, the maximum rate specified in policies 
has been 6%, sometimes 5%, and the maximum over- 
all rate charged has been 6% regardless of policy 
provisions permitting a higher rate. At pages 
2401-3 of the evidence given at the presentation 
of the Brief of the Canadian Life Insurance 
Officers Association, some doubt was indicated 
about the origin of the maximum rate of 6% that 
has now prevailed so long in Canada. From 1910 
until 1932, the Insurance Act specified certain 
provisions that were to be included in all life , 
insurance policies issued in Canada and one such 
provision fixed the maximum rate on policy loans 
at 7%. These requirements were omitted from the 
new Acts passed in 1932, following the decision 
of the Privy Council in 1931. In 1935, a member 
of Parliament introduced a private bill that 
would have set the maximum rate at 4% but 
following discussion the companies through the 


Association gave an undertaking that they would 
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not thereafter charge an effective annual rate 
exceeding 6% per annum and on this understanding 
the bill was withdrawn. This was the origin of 


the practice that has been followed ever since. 


Control of Canadian Insurance Companies 

There are not many major industries in 
Canada in which the leading part is played by 
Canadian companies that have been built up 
entirely by Canadian capital, Canadian management 
and personnel, and Canadian "know how" in general. 
The business of life insurance is one of the few 
such industries. From this point of view. alone, 
it is understandable why there is strong public 
sentiment in favour of retaining control of 
Canadian life companies in Canada. However, 
since these companies also accumulate savings 
giving rise to large pools of funds for invest- 
ment, there are economic reasons as well that 
make Canadian direction of such companies 


desirable. 


Prior to 1929, all Canadian life companies 
were controlled in Canada. In that year, control 
of one relatively small company passed to British 
hands but there was no other case until 1954. 
Since the latter year, control of seven more 
companies has been acquired by various insurance 
interests outside Canada. In most cases, it woul 
appear that one of the main objectives was to 


acquire an existing agency organization in order 
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to transact business in Canada and so avoid the 
arduous and expensive task of building such a 
force from scratch. All of these companies were 
relatively small except one which was of medium 
Size. Four other federally-incorporated life 
companies have been started in recent years, all 


on the basis of external capital. 


At the end of 1961, the 36 federally- 
registered Canadian companies transacting the 
business of life insurance had 68.6% of the 
total life insurance in force in Canada in all 
federally-registered companies (Canadian, British 
and foreign). Of these 36 Canadian companies, 

12 were controlled out of Canada but they had 
only 5.2% of the total amount in force in Canada, 
leaving 63.4% in the hands of Canadian=-controlled 
companies. In addition, there is, of course, the 
amount in force in provincial companies which is 
approximately 5% of the total, being about the 
same amount as in the 12 Canadian companies that 


are now controlled outside Canada. 


By 1957, it had become clear that other, 
larger companies might be acquired by various 
non-Canadian interests. Consequently, in that 
year, the Canadian and British Insurance 
Companies Act was amended so as (1) to require 
that a majority of the whole board of directors 
of every federally-incorporated insurance company 


must be Canadian citizens ordinarily resident in 
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Canada; (2) to authorize the board of directors 
of federally-incorporated life companies to refuse 
to sanction the transfer of shares from Canada 
out of Canada, if they so desire; and (3) to permi 
federally-incorporated life companies és mutualize 
if they wish to do so and are in a position to do 
so. As a result, 5 companies are in the process 
of mutualization and they have 24.8% of the total 
life business in force in Canada in all federally 
registered companies. Although mutualization has 
been mentioned here in connection with the contro 
of companies, it should be emphasized that some 
companies had been giving consideration to the 
possibility of mutualization for years, quite 


apart from any question of control. 


Since control of most of the 8 companies 
referred to was acquired by non-Canadian life 
insurance interests, the question has been raised 
why Canadian life insurance companies did not 
take the initiative and purchase control. The 
first main reason is that there has been a 
prohibition in the Insurance Act since 1910 
against investing the life insurance funds of a 
federally-incorporated insurance company in the 
shares of any other company transacting the 
business of life insurance. This prohibition 
was recommended by the Canadian Life Insurance 
Officers Association in a memorandum submitted 


to the Government in 1908 when the first bill 
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to enact a new Insurance Act was under consider- 
ation after the Royal Commission's report in 1907. 
Presumably, it was felt desirable to prevent 
Canadian life companies from interfering or taking 
any hand in the affairs of other life companies 
and also to avoid the complications and dangers 
that had shown up in the operation of subsidiary 


companies at that time. 


Since this prohibition results in the 
apparent anomaly of Canadian life companies being 
prevented from purchasing control of other Canadia 
life companies while some companies incorporated 
elsewhere are not so prevented, there have been 
suggestioms that the existing prohibition should 
be repealed. Rather strangely, the strongest 
suggestions for repeal have come from a few small 
mutual companies that seemingly desire to purchase 
stock companies in order to grow at a faster rate 
than otherwise seems possible. All things 
considered, however, the view of the Department 
has been that repeal would create more problems 
than it would solve and would not be in the best 


interests of policyholders or the ‘insuring public. 


At this point, it should be mentioned that 
there has also been in the Insurance Act since 
1910 a provision whereby one company may take 
over the business of another company by an 
agreement providing for the purchase, sale and 


transfer of assets, liabilities and business, 
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1 but any such agreement is ineffective until 

2 sanctioned by the Treasury Board. The policy up 
3 to date, however, has been against agreements of 
4 this kind in the case of life companies unless 

5 necessary or desirable to protect the interests 

6 of policyholders. This policy has been based 

7 upon the view that there have not been too many 

8 Canadian life insurance companies in the field 

9 and it is desirable to retain the identity of 

10 those already operating, particularly having 

11 regard for the difficulties and waste inherent 

12 in the launching of new companies. If the 

13 number of federally-incorporated life companies 
14 were to decrease materially, it is likely that 

15 this would be followed by a wave of new companies 
16 being incorporated, either federally or 

17 provincially. With this prospect, it seems 

18 better to see the present companies. continue in 
19 existence. 
20 There are other reasons why it is undesirabl 
21 to see life companies merge or otherwise go out 
22 of business unnecessarily. Presumably most 

23 persons choose their life company with some 

24 circumspection, some persons preferring mutual 
25 companies as against stock companies or vice 
26 versa, some being attracted by particular practices 
27 followed as respects investments or by management 
28 | practices in other respects or by management 

29 itself, ete. Having taken out a policy ina 

| particular company, the policyholder counts on 
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1 the continued existence of that company and its 
2 practices. However, if unnecessary mergers are 
3 permitted, policyholders may find themselves 
4 in another company following quite different 
5 policies and practices. Any such shunting around 
6 of policyholders seems undesirable. Furthermore, 
7 mergers may be upsetting to agents and employees 
8 as well as policyholders. 
9 
” Under existing rules and policies, even if 
- control changes, the identity of a Canadian life 
. company is preserved and at least some of the 
vs upsetting effects referred to above are likely 
to be avoided. There is also the possibility 
‘ that at some future date control may be repatriated. 
. In any event, the company must continue to operat 
zi without any structural change and in accordance 
‘2 with the statutes applicable to it. 
18 
19 If the present prohibition against Canadian 
20 life companies purchasing the shares of other 
21 life companies were repealed, and if the shares 
co 4 of another company were purchased, it would simply 
23 be the first step toward absorption and disappear 
24 ance of that company. For the reasons indicated 
25 above, this would be undesirable. Yet there woul 
26 be no purpose in the purchasing company operating 
27 the purchased company as a subsidiary in the same 
28 | field in Canada and it would be uneconomical to d 
29 | so. If a Canadian life company were bidding against 


30 a non-Canadian company for ownership of another 
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1 Canadian life company, it seems probable that 
2 in most cases the non-Canadian bidder could 
3 justifiably offer a better price since it would 
4 be seeking to acquire something it has not got 
3 in Canada, namely, an existing organization. 
6 A Canadian company, as purchaser, would likely 
7 have to pay such a high price as to make it 
8 questionable whether the purchase would be in 
9 the best interests of its own policyholders. 
10 
Furthermore, repeal might easily kindle a 
si bonfire of desire on the part of several companie 
p to grow quickly through the acquisition of other 
companies. Quite likely, the larger companies 
ii could make the best offers and it is possible 
that many, perhaps most, of the small stock 
a companies might disappear, only to be followed 
: by the incorporation of many other new ones. 
‘i Stock companies could not take over mutual 
af companies since the latter have no shares to 
4 purchase. On the other hand, it would seem to 
: raise a question of principle if mutual companies 
re were to take over stock companies ostensibly to 
a keep control of the latter in Canada but 
- actually resulting in the disappearance of the 
‘i purchased companies. If a stock company were to 
24 take over another stock company, there could be 
a no certainty that the purchasing company might 
28 not itself be acquired later by non-Canadian 
“ interests, control of the combined companies thus 
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i passing from Canada. An actual illustration of 
2 the latter, by turning to the field of fire and 
3 casualty companies, may give this possibility 
4 some degree of realism. 
5 
Almost from the beginning, some Canadian 
: fire and casualty companies have been owned or 
i controlled outside Canada. In fact, several of 
: them were started by British and foreign insurance 
: companies already operating in Canada. At present, 
a only 48 of the 108 Canadian companies registered 
i to transact fire insurance or some class of 
Z casualty insurance are controlled in Canada. 
- During the 1920's, there was a strong tendency 
™ for Canadian fire insurance companies to be 
‘“ bought up by British and foreign companies so as 
4 to provide additional agency outlets among other 
‘ things. For a time, it looked as though most, 
i if not all, of the purely Canadian fire insurance 
sf companies might disappear and there were many 
. suggestions that something should be done to stop 
* the trend. At that time, Canadian fire and 
casualty companies were also unable to purchase 
oa the shares of other insurance companies but in 
a 1927 an amendment was made to the Insurance Act 
. permitting such purchases, within certain limits. 
Ee This was done for the same reason as more recentl 
4 advanced in respect of life companies, namely, to 
“ai help keep control of Canadian fire and casualty 
A companies in Canada by enabling control to be 
30 | 


| purchased by other Canadian fire and casualty 
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1 companies. However, the amendment has had little 
2 practical effect and it is interesting to note 

3 that the largest group of Canadian companies 

4 which pressed the strongest for such an amendment 
5| in 1927 was itself purchased in its entirety in 
6 1961 by a British group of companies. 

7 

, Briefly, in the opinion of the Department, 

more harm than good would result from any 

similar amendment respecting Canadian life 

" insurance companies. 

11 

12 Business of Canadian Insurance Companies 

outside Canada 
13 
Several Canadian life insurance companies 

“| have for a great many years transacted business 
‘ outside Canada, mainly in the U.S.A. but also 

< in the United Kingdom and other areas spread 

" practically around the globe. In doing so, they 
7 have established an enviable reputation which is 
“ second to none amongst life insurance companies 
a everywhere. Although ake business has been 

a discontinued for a variety of reasons in several 
7 areas, the volume of life business transacted by 
4 Canadian companies outside Canada has not 

mI diminished either in proportion to the total 
“% volume transacted by all Canadian life companies 
i both in and out of Canada or in proportion to the 
a life business of British and foreign companies 
"tl in Canada. At the end of 1961, 29% of the 

aa | total life insurance in force in Canadian 

ST companies was out of Canada and the volume of 
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1 their life business outside Canada was approximately 
2 the same as that of all British and foreign 
3 companies in Canada. The situation is essentiall 
4 the same even if one considers only Canadian life 
5 companies that are controlled in Canada since the 
6 foreign operations of Canadian life companies 
7 controlled out of Canada are relatively small. 
8 
; In the fire and casualty insurance field, 
me however, the situation is very different. Only 
13% of the total net premiums written by all 
% Canadian companies in 1961, both in and out of 
i Canada, arose from business out of Canada and 
nearly half of this percentage represented the 
P personal accident and sickness business transacte 
rm by Canadian life insurance companies outside 
. Canada. Also, there is nothing approaching an 
. equivalence in the fire and casualty field, as 
ns there is in the life field, between the foreign 
is business of Canadian companies - especially 
ay Canadian-controlled companies - and the Canadian 
. business of British and foreign companies. 
is British and foreign companies do about twenty- 
a five times as much fire and casualty business 
a in Canada as Canadian-controlled companies do 
4 outside Canada; and if the personal accident and 
4 sickness business of life companies is excluded, 
the multiple is increased to nearly one hundred 
28 | 
times. 
29 | 
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Up to date, the foreign operations of 
Canadian insurance ‘companies - life, fire and 
casualty - have all been carried on through 
branch offices or agency connections rather than 
through subsidiary companies incorporated in 
foreign lands. The Act permits Canadian companies 
to deposit assets outside Canada to the extent 
required by foreign laws or as may be necessary 
for the maintenance of any foreign branch or 
branches; and the existing rules seem to have 
served their purpose very well, judging by the 
success of Canadian life companies in foreign 
fields. Apart from the U.S.A., it has not 
usually been necessary to deposit assets in other 
countries in excess of the liabilities in such 
countries. Consequently, in those countries 
where Canadian companies have found it necessary 
to withdraw through nationalization of the 
business or otherwise, the problems have been 
less serious than would have obtained if assets 
in those countries had exceeded the companies' 
liabilities there. However, there have been a 
few instances where Canadian companies had assets 
in excess of liabilities in foreign lands and 
considerable difficulty was experienced in 


obtaining the release of the excess. 


In the evidence following presentation of 
the Brief of the Canadian Life Insurance Officers 


Association, it was suggested that in some 
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countries it might be advantageous to Canadian 
companies if they could operate through a 
subsidiary company, presumably incorporated in 
the country concerned, rather than on a branch 
office or agency basis. The thought seemed to 
be that if problems were to arise, as in Cuba, 
the parent Canadian company would be insulated 
from any adverse effects which would fall upon 
the local subsidiary instead. It would seem, 
however, that more could be said against than 


in favour of this suggestion. 


In the first place, it is very doubtful 


whether local subsidiaries would have had 
anything like the same attraction as the Canadian 
companies themselves to the residents of many 
foreign countries where our companies have built 
up a substantial volume of business. One of 

the great attractions appears to have been the 
financial strength and reputation of Canadian 
insurance companies, their independence of 
unstable local governments, also of local monetar 
and economic problems, and the knowledge that all 
of the assets of a Canadian company are behind 
its policies. This kind of attraction would be 
almost completely absent in the case of a local 
subsidiary company. Secondly, it is inevitable 
in the case of a subsidiary that the assets 
maintained locally would always be not merely 
equal to, but would always exceed, the local 


liabilities, at least to the extent of the 
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1 subsidiary's capital and surplus. Thus in the 

2 event of the business in any such country being 

3 taken over, or other trouble developing, the 

4 parent would stand to lose more than through the 
5 present branch office method. In the light of 

6 experience, it appears fortunate that Canadian 

7 companies were not operating through subsidiaries 
8 in some countries. So far as any criticism or 

9 adverse reaction on the part of policyholders is 
10 concerned, it must be doubtful, if trouble 

11 develops, whether the parent company would ever 
12 be absolved by the existence of a subsidiary 

13 company. Further, if subsidiaries were permitted, 
14 it would seem that they could only be utilized by 
15 stock companies since it would hardly be justifiabjle 
16 for a mutual company to abandon the mutual 

17 principle by setting up a joint stock subsidiary 
18 company. If one considers all aspects, including 
19 experience in foreign countries up to date, the 
20 case for repealing the existing prohibition 

21 against investing life insurance funds in the 

22 shares of another life company, so as to permit 
23 the formation of subsidiary companies deeply 

24 rooted in foreign countries, would appear to be 
25 surrounded by far more disadvantages than 
26 advantages. 
27 

28 
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/ Loan and Trust Companies 
2 Supervision of all Dominion loan* and trust 
3 companies and similar companies PREGKSSPQELA 
4 by the provinces of Manitoba, New Brunswick and 
5 Nova Scotia is carried out by the Department 
6 in substantially the same manner as for 
7 insurance companies, involving the filing of 
8 detailed annual statements, examinations at the 
9 head offices of the companies, etc. Broadly 
10 speaking,the loan companies supervised by the 
il Department have assets constituting about 
12 three-quarters of the aggregate assets of all 
13 Dominion and provincial loan companies operating 
14 in Canada. The trust companies supervised by 
15 the Department constitute a smaller proportion 
16 of the trust field, being about one-third on 
17 the basis of assets in company and guaranteed 
18 funds and about one-quarter on the basis of 
19 assets belonging to estates, trusts and agencies 
20 Most, but not all, of the loan and trust 
21 companies supervised by the Department accept 
22 deposits but none transacts business out of 
23 Canada. 
24 
4s Supervision of these companies, like the 
ad supervision of insurance companies, is designed 
mainly to protect the public doing business 
a with them. It will be obvious that solvency 
29 Wane ooupeudes in this context are companies 


-ineorporated essentially for the purpose of 
30 making loans on the security of real property. 
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1 is the prime factor in the supervision of loan 
y companies which accept deposits and issue 
3 debentures and likewise in the supervision of 
4 trust companies as respects their own funds and 
5 guaranteed trust funds (the latter comprising 
6 trust deposits and guaranteed investment 
7 certificates). However, there is no question 
8 of solvency so far as the administration of 
9 estates, unguaranteed trusts and agencies are 
10 concerned. 
11 
In order to ensure that persons placing 
" money on deposit with Dominion companies or 
4 purchasing their debentures or acquiring their 
guaranteed investment certificates are 
e protected by sufficient capital and reserves, 
. the Loan Companies Act and the Trust Companies 
is Act of Canada have, from the time of their 
enactment in 1914, placed limits on the aggregat 
r volume of money borrowed from the public in thes 
rs ways or borrowed in any other way. Originally, 
rs the Loan Companies Act limited borrowed money 
* to four times the company's paid-up capital 
e and reserve; this limit was increased to six 
times in 1927, ten times in 1948 and twelve and 
sd one-half times in 1958. The original limit in 
ig the Trust Companies Act in 1914 was five times 
‘a the company's paid-up capital and reserve, such 
“3 limit being increased to seven times in 1931, 
x“! ten times in 1947 and twelve and one-half times 
30 


| 
__ 30} 
| in 1958. 
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The present limit of twelve and one-half 
times for both loan and trust companies means 
that depositors, debenture holders and guaranteed 


certificate holders have a protective margin of 


1 or 7.4%. In other words, the assets 


1325 
standing behind these borrowed moneys, the 


capital and the reserve, could shrink by 7.4% 
before there would be a deficiency of assets as 
compared with borrowed money alone. Over the 
years, the companies have from time to time 
pressed for further extensions of this limit 

in order to permit expansion of their business 
and in the Brief submitted by the Trust Companies 
Association of Canada a renewed request for a 
limit of fifteen times is made. This would 


reduce the protective margin to ze OF 6.2%. 
1 


Having regard for the fact that these 
companies are permitted to use amortized values 
for government bonds, that they invest large 
proportions of their funds in real estate 
mortgages, that they have substantially the 
same investment powers as insurance companies, 
that their liabilities are essentially of 
aire eet nature and to a certain extent may 
be payable on demand, that fluctuations in the 
market values of securities have frequently 
occurred to the extent of 6% or more during a 
relatively short period, that such companies 
have no definite relationship with the Bank of 


Canada, or any other lender of last resort, 
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and for other reasons, the view of the 
Department is that the present protective margin 
is not larger than necessary and hence that the 
present borrowing limit is about as high as it 
is safe to go. As a consequence, the Department 
has not felt in the past, nor does it feel now, 
that it could epee the request of the 
companies in this respect. This does not mean 
that a company having reached its borrowing limi 
must cease expansion; it can do so by increasing 
its capital or by nin cmt re its reserve 


position is strengthened through earnings. 


As respects jurisdiction, if the business of 
accepting deposits from the public, more 
particularly with chequing privileges and where 
the repayment of the deposit or payment of 
interest thereon is guaranteed by the company, 
constitutes deposit banking or, more briefly, 
banking, there would seem to be room for doubt 
whether provincially-incorporated companies - 
especially loan companies - may validly be 
given the necessary powers by provincial legis- 
latures to carry on this form of business which, 
under the constitution, falls exclusively within 
the legislative jurisdiction of Parliament. In 
the case of loan companies, the relationship 
between the company and depositors is that of 
debtor and creditor. In the case of trust 
companies, the relationship is theoretically one 


of trust but the practical result is essentially 
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the same. This question is raised mainly because 
the Department is presently charged with the 
responsibility for supervising some provincially 
incorporated loan and trust companies that are 


carrying on a deposit business. 


Licensees under the Small Loans Act 

This Act applies to cash loans made in 
amounts up to $1,500 and the number of licensees 
as well as ae number of branch offices of 
licensees show a continual tendency to increase. 
Although complaints were widespread and strong 
in this field prior to the enactment of this 
legislation in 1939, the number received now by 
the Department is very small. Apart from a 
few minor clerical errors in charges to 
borrowers which are promptly corrected when 
pointed out by the Department's examiners, the 
Act is rigidly observed and enforced. By far 
the greatest number of complaints received by 
the Department relate to charges on loans over 
$1,500 (especially loans secured by second or 
third mortgages on real estate) and conditional 
sale agreements (especially in connection with 
the amount of credit allowed when contracts 
are prepaid), to neither of which fields does 
the Small Loans Act apply nor does the Departmen 


at present have any authority or responsibility. 


The responsibility resting on the Department 


in connection with the Small Loans Act is quite 
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1 different from that in connection with most of 
2 the other Acts administered by the Department. 
3 Under the Small Loans Act, the main question is 
4 not the solvency of the company (though this may 
5 be important if debentures have been issued to 
6 the public) but the enforcement of the terms of 
7 the Act specifying the maximum charges that may 
8 be made to borrowers. 
9 
Dominion authority in this field arises by 
ui reason of the jurisdiction over "interest" 
: given to the Dominion under the British North 
‘ America Act; this explains the large number of 
provincially-incorporated companies licensed 
as under the Small Loans Act. 
15 
16 In this connection, it may be noted that 
17 the Small Loans Act does not attempt to define 
18 "interest" but instead places a maximum on the 
19 charges that may be made by the lender to the 
20 borrower, regardless of whether the charges or 
21 any part of them are called interest, expenses, 
22 commission or any other name. Experience with 
23 earlier legislation, and experience in other 
24 countries, has proved that effective supervision 
: of money-lending can only be accomplished throug 
26 | the placing of a maximum limit on all charges, 
27 | by whatever name called, made by the lender. 
28 | Even if it be argued that all charges made by 
29 the lender are not truly "interest", the fact 


30 is that unless control is exercised over all 
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charges, control over "interest" would be 


ineffective. 


This is a matter of great importance in the 
supervision of money-lenders but it is also 
relevant in connection with the discussion 
that arises from time to time about the possible 
supervision of sales finance companies and 
companies lending on the security of second and 


third mortgages on real estate. 


Central Co-operative Credit Societies 


It may be wondered why certain provincially- 
incorporated central credit societies are now 
subject to the Co-operative Credit Associations 
Act, which is Federal legislation, and are now 
supervised by the Department. There are two 
main reasons. The first is that by 1952 some of 
the provincial centrals had grown quite large an 
were seemingly worried about their legal basis, 
having regard for the nature of their operations 
which seemed to border so closely on banking. 
They therefore sought Federal legislation or 
some Federal means whereby they would be clothed 
with any necessary powers to accept deposits and 
make loans and otherwise continue to carry on 
business without actual reincorporation by 
Parliament. Secondly, they desired a general 
Act of Parliament to regulate their affairs and 
provide for supervision by some Federal official 


The result was the enactment of the Co-operative 
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Credit Associations Act in 1953, which provides 
for all of these things, including supervision 
by the Superintendent of Insurance in much the 
same manner as loan companies are supervised 


under the Loan Companies Act. 


The experience of the Department in 


supervising the so-called "Dominion central" 
(the Canadian Co-operative Credit Society Limited) 
and the four provincial centrals that are member 
of the Dominion central has been generally 
satisfactory and there is reason for thinking 
that the general Act has had a beneficial effect 


upon the centrals that are presently subject 


thereto, and perhaps also to some extent on 
other centrals that may contemplate coming 
under the Act at a later date. This Act would 
seem to be unique in the sense that through it 
Parliament has conferred powers and imposed 
conditions upon provincially-incorporated 
societies as respects operations that are 


essentially of banking nature, 
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